iy 
iB 


Nae 


. nae. 
inion “ 


wl 


ORE swe 
‘hee 


ma 9 


Digitized by the Internet Archive 
in 2023 with funding from 
University of Toronto 


https://archive.org/details/31/61112244025 


Report of the - 
Auditor General ol Canna 


to the House of Commons 


Report of the 
Auditor General of Canada 


to the House of Commons 


for the Fiscal Year Ended 
March 31, 1975 


© Crown Copyrights reserved 
Available by mail from Information Canada, Ottawa, K1A 0S9 
and at the following Information Canada bookshops: 


HALIFAX 
1683 Barrington Street 


MONTREAL 
640 St. Catherine Street West 


OTTAWA 
171 Slater Street 


TORONTO 
221 Yonge Street 


WINNIPEG 
393 Portage Avenue 


VANCOUVER 
800 Granville Street 


or through your bookseller 


Price: Canada: $5.00 
Other Countries $6.00 


Catalogue No. FA1-1975 (2 Vols.) 
Price subject to change without notice 


Information Canada 
Ottawa, 1975 


AUDITOR GENERAL OF CANADA AUDITEUR GENERAL DU CANADA 


The Honourable Donald S. Macdonald, P.C., M.P., 
Minister of Finance. 


I have the honour to transmit herewith my Report to the House of 
Commons for the fiscal year ended March 31, 1975, to be laid before the House in 
accordance with the provision of section 61(2) of the Financial Administration Act, R.S., c. 
F-10. The Supplement to my Report, published under separate cover, forms an integral part 


of the main Report. 


Auditor General of Canada 


OTTAWA, November 28, 1975. 


ill 


Lie Gace fT OEE oh andt oon Ateneo ere Te ret Sd ee Gy: ve: a 


~ et gaoolt WP ea bia! ad Gh 27C) cept My Yeti rod, Tee ste sa 


i] 


A < 


cease eT ied: 4% ray "y x a) Ww i’ 4 Vils AG ‘50, } ae to Tr Tit AL ae eat ise 


ae (ued ae We reves fin Tein? (athe wee tui oo TS Vint OF Tree 
A vaF oF _ ved) ‘5 ' : 


’ Jf he, | att vf — 
\ Yrs ¥ 
iis ~ariggl ? 
‘ . ; f . 
x ons ai. 7 ' 
i ‘ ee os 4 { 
¢ ~ * Hl 
Pill 
er 
2 i it 1! ” i 
, ° > 4% i : oe } 
i ; 
j nea yet ti i pi * 
vo F 
Ola, 
- ve a i A 

3 P | = 


why | y 4 V APY f mo, pallor a 


TABLE OF CONTENTS 


Part Paragraph Page 
] INTRODUCTION heal l 
I] MATTERS OF SPECIAL IMPORTANCE AND INTEREST 3 
Financial Management and Control Study yeah 3 
Report of the Independent Review Committee Ze 9 
Organization and staffing of the Office 2621 10 

Activities of the Standing Committee on 
Public Accounts 2H25 [2 
Shift in emphasis to system auditing 2128 ihe) 
Study of the Accounts of Canada IB 8) 13 


III ORGANIZATION AND ACTIVITIES OF THE AUDIT 


OFFICE 
Audit activities BF] 15 
Organization and professional development a5 16 


Assistance to the Standing Committee on 
Public Accounts 

Professional Practices 

Audit certificates and reports 


.14 pa 
oy) 7A 
6 aa 


3 
3 
3 
International Audits Syed ly) ZS) 
Special Audits and Inquires 3220 25 
Financial Management and Control Study got 26 
Legislative auditors’ meetings 3.24 pal 
Audit Office expenditures Cy As 21 
IV FINANCIAL STATEMENTS OF CANADA FOR THE 
FISCATD*YEAR ENDED MARGH "31551975, AS 
PREPARED BY THE RECEIVER GENERAL AND 
INCLUDED SECTION 2 OF THE PUBLIC ACCOUNTS 
OF CANADA 29 
Summary of Revenue by Main Classification 
and Department 30 
Statement of Expenditure and Revenue 32 


WA 


Part 


Paragraph 


Summary of Appropriations, Expenditures 
and Unexpended Balances by Departments 


Statement of Assets and Liabilities 


THE SCOPE AND METHODS OF THE PUBLIC 
ACCOUNTS FOR THE FISCAL YEAR ENDED 
MARCH 31, 1975, AS PREPARED BY THE 
RECEIVER GENERAL AND INCLUDED IN 


SECTION | OF THE PUBLIC ACCOUNTS OF 
CANADA 


EXCHANGE FUND ACCOUNT 


Statement of Assets and Liabilities as 
at December 31, 1974 


COMMENTS BY THE AUDITOR GENERAL RELATING 
TO THE FINANCIAL STATEMENTS OF CANADA 


Summary of Revenue by Main Classification 
and Department 


General comment Srl 
Refund of Previous Years’ Expenditures - 
Ministry of State for Urban Affairs 52 


Statement of Expenditure and Revenue 
General comment or) 


Summary of Appropriations, Expenditures 
and Unexpended Balances by Departments 


General comment 5.4 
Unexpended amounts carried forward a5 


Statement of Assets and Liabilities 
General comment Delt 
Recording of questionable assets Sil, 


Undisbursed balances of appropriations 
to special accounts eS 


Vi 


Page 


34 


36 


39 


45 


47 


47 


47 


48 
49 


49 
50 


5D 


Part Paragraph Page 
Unrecorded surpluses or deficits of 

revolving funds oa 56 

Memorandum accounts receivable 5.10 Sf 


Other Matters of Interest 


Disclosure of accounting policies Sel ae) 
Study of the Accounts of Canada my VA Bh 


VI COMMENTS ON THE FINANCIAL STATEMENTS 
AND OPERATIONS OF CROWN CORPORATIONS 
AND OTHER AGENCIES 


Atomic Energy of Canada Limited - 

Carrying values of prototype nuclear 

power stations in excess of estimated 

realizable value OFZ 62 
Atomic Energy of Canada Limited - 

Failure to accrue interest on loans 

from Canada 6.3 62 
Canadian Broadcasting Corporation and 

the National Capital Commission - 


Accrued interest not recorded 6.4 63 
Canadian Commercial Corporation — Contract 

cost over-run reflected as an asset Gap 63 
Farm Credit Corporation — Provision not 

made for estimated losses on loans 6.6 63 


National Capital Commission — Capital 
assets recorded at values greater than 


amounts to be realized on disposal 6.7 
National Harbours Board — Undetermined 
liability for interest payments 6.8 


The St. Lawrence Seaway Authority — Non- 

compliance with the provisions of the 

The St. Lawrence Seaway Authority Act 6.9 64 
The St. Lawrence Seaway Authority - 

Inadequate provision for depreciation 


of capital assets 6.10 65 
Uranium Canada, Limited - Delay in the 
issue of financial statements Gr 65 


Vil 


Part Paragraph 


VII OBSERVATIONS REPORTED IN ACCORDANCE WITH 
THE REQUIREMENTS OF SECTION 61(1)(a) to (f) 
OF THE FINANCIAL ADMINISTRATION ACT 


Section 61(1)(c) any appropriation was 
exceeded or was applied to a purpose or 


in a manner not authorized by Parliament 


Overspending in one appropriation charged 


to another jisa| 
Irregular charges to an appropriation p52 
Working capital advances exceeded TS 


Section 61(1)(e) there has been a deficiency 
or loss through the fraud, default or mistake 
of any person 


Losses through the fraud, default or 


mistake of any person 7.4 
Acceptance of forged cheques for postage 
stamps Jha) 


Section 61(1)(f) a special warrant authorized 
the payment of any money 


Governor General’s special warrants 6 


Vill OTHER CASES THAT THE AUDITOR GENERAL 
CONSIDERS SHOULD BE BROUGHT TO THE NOTICE 
OF THE HOUSE OF COMMONS IN ACCORDANCE 
WITH SECTION 61(1) OF THE FINANCIAL 
ADMINISTRATION ACT 


Increased cost due to delay in accepting 
offer 
Departmental audit of missions abroad 
Payments for unused lagnuage training 
Improper charge to 1974-75 appropriations 
Irregularities in advertising expenditures 
Revenue improperly credited to 1974-75 
appropriations 8.6 
Failure to adhere to the Accountable 
Advances Regulations 8.7 


CO CO CO CO CO 
nA BRWN — 


Vili 


Page 


67 
67 
67 


69 


70 


70 


Iie) 
ii 
74 
74 
74 


75 


7G) 


Part Paragraph Page 
Shortfall in interest earnings of the 


Canada Pension Plan Account 8.8 78 
Overpurchase of tobacco stamps Bio 78 
Surplus inventory of spirit age labels 8.10 72 
Irregular contracting and payment 

procedures Sil 79 
Increasing rental accommodation costs Se 80 
Cost of unfinished leased accommodation Sus 81 
Cost of unused accommodation 8.14 81 
Suspension of the new pay system es 83 
Defence Production Revolving Fund - 

Overstatement of inventory value 8.16 83 
Allowances being paid to non-eligible 

veterans 8.17 84 
Crown monies being used to repay debts 

due to the Crown and to others by War 

Veterans Allowance recipients 8.18 85 

IX SPECIAL AUDITS AND INQUIRIES 
Financial Management and Control Study O12 87 
Imported Oil and Petroleum Products 
Compensation Program 933 87 
IX FINANCIAL MANAGEMENT AND CONTROL STUDY 
Estimates and Public Accounts (Chapter II) 
Estimates 10.6 23 
The Public Accounts 107 94 
Allocation of Resources (Chapter III) 
Communication of Government Objectives 10.9 25 
Assignment of responsibility for Program 

Forecasts 10.10 w 
Content of Program Forecast Submissions LOS 96 
Evaluation of Continuing Programs 1012 96 
Review of Personnel Requirements 10°. 13 96 
Quality of Information 10.14 97 
Communication of Procedures and Decisions LOedS 98 
Program Analysts 10.16 98 
Documentation of Procedures OT 7s 98 


ix 


Part 


Training in Procedures 
Non-tax Revenues 


Budgetary Control (Chapter IV) 


Use of Allotments 

Need for Commitment Accounting 

Control through periodic Financial Reporting 
Use of Non-financial Data 

Central Approval of Systems 

Central Budgetary Control 


Accounting Systems (Chapter V) 


General Accounting System of DSS 
Payroll System of DSS 


Financial Controls (Chapter VI) 


Controls over Expenditures 

Controls over Payrolls 

Controls over Revenues, Receivables 
and Inventories 

Responsibility for Improving Financial 
Controls 


Internal Audit (Chapter VII) 
Effectiveness of Internal Audit 
Financial Staff (Chapter VIII) 
Financial Community in Government 
Staffing the Financial Function 


Financial Community Leadership 


Responsibility for Financial Management and 
Control within Departments (Chapter IX) 


Departmental Organizational Arrangements 
Internal Direction and Guidance 


Scope of Responsibilities of Financial Staff 


X 


Paragraph 


10e 
10. 


10 
10 
10 
10 
10 
10 


10 
10 


10 
10 


10 


10 


HQ: 


10 
10 
10 


LOR 
LO 
238 


10 


18 
19 


.20 
2A 
epi 
2S 
.24 
58) 


726 
27 


.28 
29 


30 


ool 


32 


$55 
34 
58) 


36 
au 


Page 


8 
99 


Se! 
Dee, 
100 
100 
100 
101 


101 
102 


102 
103 


103 


103 


104 


104 
105 
105 


105 
106 
106 


Part Paragraph Page 
Appointment of Financial Officers 10;:39 107 

Need for Stronger Central Direction (Chapter X) 
Consolidation of Central Responsibilities 10.40 107 


XI COMMENTS ON MATTERS DEALT WITH IN 
PREVIOUS YEARS’ REPORTS 


Report of the Treasury Board Secretariat Miz? 111 
Wheat inventory reduction and grassland 

incentive overpayments 11.4 HID, 
Inadequate accounting and financial control 

practices, district offices Les 1 
Inadequate accounting for appropriation and 

Indian band funds L6G Wis) 


Acquisition of Radio Engineering Products 
Limited as satisfaction for debts due to 


the Crown SZ 13 
Taxation of recaptured capital cost 

allowance with respect to vessels sold bes 114 
Local Initiatives Program 1b29 114 
Overpayments of adjustment assistance to 

Ugandan refugees 11.10 115 
Overdrawal of rations Pies 116 
Subsidization of dental services provided 

to dependants es Vive 
Overpayment of interest to the Army 

Benevolent Fund i ist) 118 
Account of the National Museums of Canada 11.14 je, 


Errors in Public Service Superannuation 
Account pension and contribution 
calculations Piel 120 
XII REPORT OF THE INDEPENDENT REVIEW COMMITTEE 


Action taken on the recommendations 1222 1h) 


Xi 


Appendices 


A 


FINANCIAL ADMINISTRATION ACT - PART VII AND 
EXTRACTS FROM PART VIII 


RECOMMENDATIONS (23 TO 26 INCLUSIVE) OF THE 
INDEPENDENT REVIEW COMMITTEE OF SPECIAL 
INTEREST TO THE HOUSE OF COMMONS AND THE 
STANDING COMMITTEE ON PUBLIC ACCOUNTS 


RECOMMENDATIONS OF THE STANDING COMMITTEE ON 
PUBLIC ACCOUNTS TO THE HOUSE OF COMMONS 


REPORT ON PROPOSED RE-ORGANIZATION 


RECOMMENDATIONS OF THE INDEPENDENT REVIEW 
COMMITTEE ON THE OFFICE OF THE AUDITOR 
GENERAL 


REPORT OF THE TREASURY BOARD SECRETARIAT 
TO THE STANDING COMMITTEE ON PUBLIC 
ACCOUNTS, FEBRUARY 20, 1975 


REPORT OF THE TREASURY BOARD SECRETARIAT 


TO THE STANDING COMMITTEE ON PUBLIC 
ACCOUNTS, JUNE 26, 1975 


Xil 


Page 


129 


133 


140 


146 


7 


162 


168 


REPORT OF THE AUDITOR GENERAL 
TO THE HOUSE OF COMMONS 
FOR THE FISCAL YEAR ENDED MARCH 31, 1975 
I 
INTRODUCTION 


1.1 Sections 56 to 65, Part VII, of the Financial Administration Act, R.S., c. F-10, 
set out the principal functions and responsibilities of the Auditor General of Canada. 
Sections 76 to 78 of the Act set out his responsibilities in respect of those Crown corpora- 
tions for which he has been appointed auditor. The relevant sections of the Act are included 
as Appendix A to this Report. 


1.2 In compliance with Section 61(2) of the Act, my Report is presented here- 
with. My examinations included general reviews of the accounting procedures and such 
tests of accounting records and other supporting evidence as were considered necessary in 
the circumstances. 


The staff of the Audit Office was given full access to all vouchers, records and files relating 
to the accounts of all departments, Crown corporations and other agencies and was pro- 
vided with all the information and explanations required. I should like to express my 
appreciation and that of my associates in the Audit Office for the co-operation extended to 
us by departmental officers and by administrative and accounting officers of Crown corpo- 
rations and other agencies. 


1.3 The financial statements of Canada for the fiscal year ended March 31, 1975, 
which have been prepared by the Receiver General for Canada in accordance with the 
provisions of Section 55 of the Act and which appear in Volume I of the Public Accounts of 
Canada, have been examined and certified by me as required by Section 60 of the Financial 
Administration Act subject to my comments thereon. These statements are reproduced in 
Part IV of this Report. 


1.4 Also included in Part IV is a statement of the Exchange Fund Account 
showing assets and liabilities as at December 31, 1974, together with my report to Parlia- 
ment in accordance with Section 18 of the Currency and Exchange Act, R.S., c. C-39, which 
appears on page 46 of this Report. 
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II 
MATTERS OF SPECIAL IMPORTANCE AND INTEREST 


2.1 In this section of my annual Report, I wish to direct the attention of the 
House of Commons to matters that I consider to be of special importance and interest. 
Those dealt with in greater detail in succeeding chapters of my Report are so indicated by 
reference to the number following the heading. 


Financial Management and Control Study (Part X) 


2.2 Included among the responsibilities of the Auditor General under the Finan- 
cial Administration Act are those set out in Section 58 requiring him to ascertain that the 
rules and procedures applied are sufficient “‘to secure an effective check on the assessment, 
collection and proper allocation of the revenue”’ and “‘to safeguard and control public 
property’’, as well as those set out in Section 60 requiring him to examine and certify the 
Financial Statements of Canada. 


The contemporary auditor devises and conducts audit tests of accounting records and 
transactions relying primarily on the accounting and financial control system itself to 
determine the reliability and integrity of the information it produces. The nature and extent 
of the tests of records and transactions depend largely on the degree of reliance that can be 
placed on the system. 


2.3 My 1974 annual Report (Paragraph 71) described the Financial Manage- 
ment and Control Study my staff began in September 1974, with outside help, to look at the 
effectiveness of the Government of Canada’s financial control system. The outside help 
came from 34 partners and audit managers from 16 public accounting firms from across 
Canada loaned to the Audit Office under the Interchange Canada program of the Public 
Service Commission. 


This study turned out to be the most comprehensive independent examination of the 
government’s financial management and control systems since the Royal Commission on 
Government Organization (Glassco) reported in 1962. 


2.4 Part X summarizes the study’s results. The Supplement to this Report con- 
tains the detailed findings. The study identifies many deficiencies in the systems of budget 
preparation and control, of financial reporting, of control over financial transactions, and in 
internal audit. Financial functions in many departments are understaffed, and many per- 
forming these duties are frustrated and lack the authority, direction and training necessary 
to perform their functions effectively. Because of its importance, Paragraph 4 of Part X of 
my Report is reproduced here in full: 


Among the findings: 


- the Treasury Board Secretariat has taken significant steps in the past two years but 
3 


much remains to be done for it to discharge adequately the Board’s statutory 
responsibilities for financial management and control in the government; 


- financial reports provided to departments by the Department of Supply and Services 
have not attained the quality and timeliness that departments require and, as a 
result, there is substantial duplication by departmental accounting and reporting 
systems; 


- departments have not utilized in the most effective manner the increased authority 
given to them in financial matters through the changes in the Financial Administra- 
tion Act in 1969; 


- financial information in the Estimates and the Public Accounts could be improved 
significantly so that Parliament and the public are more adequately informed as to 
the use of funds appropriated; 


- despite extensive time and effort by management at all government levels, depart- 
mental budgets are not explicit enough to provide a sound basis for controlling 
managerial performance; 


- although budgetary control systems satisfy the legal restriction against over-spend- 
ing of appropriations, they do not show managers whether the intended purposes 
have been attained by relating clearly stated objectives to explicit benefits measured 
quantitatively wherever possible; 


- weaknesses in financial controls often result in unreliable financial data and leave 
departments exposed to the possibility of fraudulent actions; 


- the scope and quality of internal audits, which might expose deficiencies, could be 
substantially improved; 


- there are widespread shortages of staff with appropriate training in financial control 
systems; 


- duties of financial staff in many departments and agencies have been interpreted in 
such a way that important areas for financial control are not adequately covered. 


2 Paragraph 3 of Part X of the Report reads as follows: 


“The study leads to one clear conclusion: the present state of the financial mangement and 
control systems of departments and agencies of the Government of Canada is significantly 
below acceptable standards of quality and effectiveness.” 


2.6 The results of our studies of individual departments and agencies have been 
reviewed in detail with the responsible officials concerned. Our findings and recommenda- 
tions and the departmental responses are included in the Supplement to this Report. At the 
government-wide or central level the results of the study, highlighted above and summa- 
rized in Part X, have been reviewed with the Secretary of the Treasury Board and other 


senior government officials with the object of having corrective action initiated as soon as 
possible. We shall follow up on actions taken and shall report to the House of Commons 
any areas where satisfactory steps have not been taken to remedy matters. 


27) To keep the overall results summarized above in perspective, I should point 
out that the study aimed at detecting weaknesses in the system of financial controls, at 
recommending improvements, at eliciting responses as to proposed corrective action and at 
reporting fully on these matters to the House of Commons. Studies of this type invariably 
focus attention almost exclusively on deficiencies and usually say little about the parts of the 
system that are well designed and are working satisfactorily. This study is no exception. But 
it is important to record that senior management of some departments and agencies give 
close attention to financial management and control and, generally, deficiencies that came 
to light in these departments are not of major significance and corrective action is already 
under way. Further, I am pleased to report that, without exception, all departments and 
agencies made every effort to facilitate the work of my representatives and, in general, 
responded in a concerned and constructive manner to our observations, suggestions and 
recommendations. In addition to their senior financial officers, all deputy ministers and 
agency heads were personally involved in reviewing the results of our studies and in 
authorizing and overseeing plans to remedy deficiencies. 


2.8 However, until it has become evident through follow up and monitoring by 
my representatives that the measures applied by central and departmental management to 
correct the deficiencies in the financial and accounting controls have accomplished their 
purpose, I cannot be completely satisfied, as the Financial Administration Act requires, that 
the rules and procedures applied are sufficient to control adequately the accounts relating to 
the Consolidated Revenue Fund and to public property. Consequently, in accordance with 
the precepts of good auditing, I consider it my duty to increase our audit tests and monitor- 
ing activities materially in order to counteract, to some extent at least, the shortcomings in 
internal accounting and financial controls the study reveals. 


2.9 As mentioned above, the study sought to evaluate the quality of internal 
financial and accounting controls in departments and agencies on a government-wide basis. 
Except for such matters as might come to light incidentally during the course of the 
examinations of procedures and systems, the study did not try to identify specific irregulari- 
ties or inaccuracies in detailed transactions or records. Those that did come to our notice 
have been dealt with in the usual manner. 


2.10 Neither was it the objective of the study to identify and to analyse the 
underlying causes of the unsatisfactory state of affairs it discloses. However, one possible 
contributing factor is readily apparent. Following the rearrangement and decentralization 
to departments of responsibility for financial management and control and the modifica- 
tions in the roles of the central agencies, as recommended by Glassco, insufficient attention 
was paid to giving central leadership and direction to the financial function, and to moni- 
toring the effectiveness with which the new responsibilities devolving on the departments 
were being carried out. 


When Glassco reported in 1962, government expenditures ran at about $7 billion a year. 
Now they approximate $30 billion. During the same period civilians employed in the public 
service increased to 259,000 from some 132,000. 


The decentralization program, combined with a fourfold increase in spending and a 
doubling of the work force in little more than 10 years, naturally put a severe — perhaps 
intolerable — strain on the system of financial management and control, an impact which 
was not offset by strong central direction of the financial function. 


2.11 Glassco gets much deserved credit for bringing about a tremendous shift in 
management responsibility, including that for financial management and control, away 
from central agencies to the individual departments and specialized agencies. 


Virtually all of the delegation of managerial responsibility conceived and recommended 
by Glassco has been implemented and has been in place for some years. However, few of 
the recommended counterbalancing controls visualized by the Commission are in place. 
Those that have been introduced have not been functioning satisfactorily. 


In recommending decentralization, Glassco neither advocated nor contemplated relaxing 
basic controls over the public purse. On the contrary, the Commission took care to empha- 
size the importance of checks and balances, of constraints and controls and of the need to 
establish and maintain the accountability of managers to the government and of the 
government to Parliament. 


« 


The Commission asserted that government departments ‘‘must be subject to controls 
designed to protect those general interests of government which transcend departmental 
interests’. What a department spends “‘is not departmental money as a matter of right, but 
public money, and the ultimate test of its spending is not of its legality but of its effec- 
tiveness in the view of the public”’. 


2.12 Glassco looked to a numerically small but highly skilled and experienced 
Treasury Board Secretariat to counterbalance the substantial delegation to departments of 
responsibility for financial management and control. By implication, the Secretary of the 
Board was to exercise the role and responsibilities of the chief financial officer of the 
government. 


The Treasury Board staff numbered about 100, not including the telephone service 
section, when the Glassco proposal was made. Its staff then dealt mainly with matters 
relating to government spending estimates and administrative affairs. 


However, the growth and change in nature of government spending brought material 
changes in the scope and nature of the responsibilities of the Secretariat. Quite apart from 
the burden imposed by the increase in government expenditures and the work force, there 
was the impact of two new responsibilities that could not have been foreseen by Glassco — 


collective bargaining in the public service and administration of the Official Languages Act. 
These have necessarily taken much of the time of the Secretary and his staff and, accord- 
ingly, reduced the time available for central financial management and control. 


By 1975 the staff of the Secretariat exceeded 700. Under its Secretary are five deputy 
secretaries heading five branches: Program, Personnel Policy, Planning, Administrative 
Policy, and Official Languages. One of five divisions reporting to the Deputy Secretary, 
Administrative Policy, is the Financial Administration Division with some 20 employees 
under an Assistant Secretary. With the great concentration of resource allocation and policy 
responsibilities devolving on the Secretariat, it is not too surprising if the somewhat techni- 
cal and continuing financial control aspects appear to have had a somewhat lower priority. 
Nor is it surprising under such circumstances that the task of the Secretary has become, in 
the words of a previous holder of the office, ‘“‘a bone-crusher of a job, intellectually and 
physically’. Notwithstanding these developments, from the standpoint of the House of 
Commons and of the Audit Office effective control of the public purse should, in my 
judgement, be a first objective and priority of government, and all my efforts as Auditor 
General will be directed to this end. 


74 18) In fairness, it must be reported that there have been important and construc- 
tive initiatives undertaken by the Treasury Board Secretariat within the last two years. In 
addition to the appointment about a year ago (1974) of an Assistant Secretary for Finan- 
cial Administration, and the establishment of an evaluation unit as part of this Division, a 
year earlier (1973) the Guide on Financial Administration was issued filling a void that 
had existed since responsibility for financial management and control was decentralized to 
departments four years earlier (1969). An interdepartmental study of the Accounts of 
Canada launched in 1973 and recently completed will most likely have been made public 
by the time this Report is tabled. Its recommendations deal effectively with many of the 
criticisms and suggestions made in previous annual Reports of the Auditor General. In 
additon to these desirable actions, however, much more needs to be done before the House 
of Commons can receive the assurance it should and must have that the public purse is 
under adequate and effective control. This may require some clarification and unification of 
central agency responsibilities before fully effective actions can be taken. 


2.14 In few of the 28 departments and agencies the Study examined by mid-1975 
do the chief financial officers play the role visualized for them by Glassco. This constitutes a 
serious weakness in the system of counterbalances and checks inherent in — indeed a vital 
part of — any effective system of financial management and control. Even more serious is 
the likelihood that these officers will not be able to discharge effectively their responsibilities 
for administration and control over public funds for which their deputy ministers are held 
accountable unless and until: 


(a) they are properly qualified to, and do in fact, serve as members of the senior 
executive group in their departments; 


(b) they are provided with strong functional leadership by a central agency (this is in no 


way intended to propose a return to the highly centralized pre-Glassco control 
system but rather is meant to complement, support and provide essential functional 
direction and guidance to the highly decentralized system now in place); and 


(c) financial management and control in general is accorded a place of primary impor- 
tance in the plans and operations of all central and specialized agencies and of all 
departments of government. 


Proposals put forward to make central direction of financial management and control 
processes more effective, and to strengthen the role of financial officers within departments 
and agencies are not intended in any way to revert to the situation that existed prior to the 
Glassco-instigated shift in responsibility to departmental management. Rather they are 
intended to provide a means for making such managers adequately accountable for the 
extensive financial authorities granted to them by Parliament and by the government. 


Particularly important are the proposals for a study to determine how the Estimates can 
be more effective in disclosing to Parliament and the public the uses to which funds are to 
be put and the proposal designed to ensure that the Public Accounts are consistent with the 
Estimates in showing how in fact the funds have been applied. Without such disclosure 
there is no truly effective way that managers can be held to account for the extensive 
financial authorities granted to them. 


2.15 Contemporary auditing practice requires more from an auditor than exercise 
of the attest function that enables him to express an opinion as to whether the financial 
statements of an organization present fairly its financial results and its financial position at 
a stated date. He is also expected to direct attention to any deficiencies in financial manage- 
ment and control practices that come to his attention during the audit and to make 
suggetions and recommendations for improvements. 


2.16 The Financial Administration Act requires the Auditor General to examine 
the rules and procedures — in short, the system — applying to financial transactions and 
records and to report results of such examinations to the House of Commons. In the interest 
of correcting deficiencies as promptly as possible, I have drawn these matters to the 
attention of the responsible officers and made suggestions and recommendations as to how 
the deficiencies can be overcome. However, I consider that my duty to report deficiencies is 
not fulfilled unless I also advise the House of Commons of recommendations that I have 
made. 


Recommendation 22 of the Independent Review Committee on the Office of the Auditor 
General reads as follows: 


“The Auditor General should not be restrained in his authority to advise appropriate officials 
of the public service of matters discovered in his examinations; he should in particular have 
the right to draw problems to the attention of the Treasury Board Secretariat at his own 
discretion.” 


It is evident from this report that this recommendation has become fully operative in the 
current year. The policy will continue in the interest of effective action and results. 


Report of the Independent Review Committee (Part XII) 


DAT In October 1973, after consultation with the Chairman and Vice-Chairman of 
the Standing Committee on Public Accounts, and with the endorsement of the President of 
the Treasury Board, I appointed an Independent Review Committee to conduct a thorough 
and impartial study of the responsibilities, relationships and independence of the Auditor 
General as a basis for the review of legislative proposals affecting the Audit Office. This 
study was the first of its kind undertaken since the Audit Office was formally established in 
1878. The Report of the Committee was submitted to me on March 27, 1975, and was 
tabled in the House of Commons by the Minister of Finance on April 14, 1975. 


The Chairman of the Committee was J.R.M. Wilson, F.C.A., of Toronto, a former senior 
partner of Clarkson, Gordon & Co., Chartered Accountants, and a past president of the 
Canadian Institute of Chartered Accountants (C.I.C.A.). The other members of the Com- 
mittee were: Marcel Bélanger, C.A., of Quebec City, a senior partner of Bélanger, Dallaire, 
Gagnon & Associés, Chartered Accountants, a past Chairman and member of several Royal 
Commissions and study groups and recently elected as C.I.C.A. President; and A. Lorne 
Campbell, Q.C. of Winnipeg, a senior partner of Aikins, MacAuley & Thorvaldson, and a 
past-president of The Canadian Bar Association. 


2.18 Since the Committee’s report was made public in mid April 1975, its authors 
have received many tributes for the clarity and logic with which their findings and recom- 
mendations have been expressed. To these tributes I should like to add my own and those 
of my colleagues in the Audit Office. In my judgement, shared by legislative auditors in 
Canada and elsewhere, the penetrating analysis and evaluation of the proper role and 
responsibilities of the Auditor General and the manner in which he should discharge them 
will serve as a landmark and a guide — nationally and indeed internationally — for many 
years to come. I was indeed fortunate that men of such eminence in the accountancy and 
legal professions in Canada were prepared to undertake this arduous and important task in 
the interests of Parliament and the people of Canada. 


2.19 I fully subscribe to the recommendations contained in the report and am 
convinced that our appreciation for the work of the Independent Review Committee would 
be best demonstrated by the early implementation of the Committee’s recommendations. 
The many facets of this program and especially those that can be proceeded with without 
legislative action are described more fully in Part XII of this Report. An implementation 
program is under way within the Audit Office and it is my intention to report annually on its 
progress in my future reports to the House of Commons. 


I am informed that the report of the Independent Review Committee is under active 
study by government officials and I look forward with keen interest to reviewing the 


Government’s proposals, which I understand will be in the form of draft legislation, as soon 
as they are available. 


2.20 Four of the Committee’s recommendations relate to the relationships of the 
Auditor General with — and the activities of — the Standing Committee on Public Ac- 
counts. For the convenience of the House, these recommendations are reproduced 
hereunder: 


Recommendation 23 


The Secretary of the Treasury Board should continue to provide the Standing Committee 
on Public Accounts with a formal response to matters raised in the annual report of the 
Auditor General. 


Recommendation 24 


Consideration should be given to changing the Standing Orders of the House of Commons 
to provide that the annual report of the Auditor General tabled in the House shall be 
automatically referred to the Standing Committee on Public Accounts and that, if this 
Committee has not already been organized, it must be so within a reasonable period, say 
thirty days, after such referral. 


Recommendation 25 


The Government should give consideration to the appointment, for each appropriation, of 
an accounting officer who would be accountable for the proper accounting and administra- 
tion of expenditures made thereunder. 


Recommendation 26 


The Auditor General should, if the Standing Committee on Public Accounts requests him to 
do so, lend staff to the Committee to assist it in reviewing his report and in dealing with 
such other matters as may be referred to it. 


The reasons supporting each of these recommendations are reproduced in full in Appendix 
B to this report. 


Organization and staffing of the Office (Part III) 


2.21 In the presentation of the Budget to the House of Commons on June 23, 1975, 
the Minister of Finance stated: 


“One significant exception to this plan for restraining staff growth should be noted. The Office 
of the Auditor General has long acted on behalf of this House to monitor and report to it on 
the prudence and probity with which the Government has implemented its programs. The 
Government has always recognized the vital importance of the work of the Office of the 
Auditor General in assuring this House, and through it the people of Canada, that the 
operations of the Government are being conducted properly and legally. 


However, the increasing complexity of government operations and financial transactions 
demands major improvement in the capacity of that Office to scrutinize objectively and 


10 


thoroughly all financial transactions and systems. The most sophisticated technical and 
professional judgement must be available to carry out this work. The Auditor General has 
submitted that he needs additional staff at the most senior executive levels to fulfill these 
responsibilities. The Government accepts his position and has already increased his executive 
complement. It will now accept a further obligation to more than triple that senior executive 
complement to give the Auditor General the staff he needs to do his job.”’ 


As background to this welcome statement by the Minister of Finance on behalf of the 
Government, the following information is pertinent. The senior executive category of the 
Public Service comprises four levels, SX-1, SX-2, SX-3 and SX-4 which represent the 
highest level in the Public Service for appointment by the Public Service Commission. 
Deputy Ministers or equivalents are appointed by Order in Council. For some years prior to 
1974, the senior executive complement of the Audit Office stood at 1, the Assistant Auditor 
General. In January 1974, I made a submission to Treasury Board asking for an increase in 
the complement from | to 5 and this was approved by Treasury Board in February 1974. 


On the basis of some 15 months experience with this latter organization structure and 
taking into account recommendations of the Independent Review Committee, a further 
submission was prepared for the consideration and approval of Treasury Board requesting 
an increase in the senior executive complement of the Office from five to 19. It was to this 
request that the Minister of Finance made reference in his Budget speech. Our submission 
in its final form, including complete descriptions of the responsibilities of each of the 
proposed new positions was forwarded formally to the Secretary of the Treasury Board on 
July 21, 1975. On August 28 I was notified that approval had been granted for the 14 new 
positions, 12 of indeterminate duration and two for a term of two years. 


2.22 The Independent Review Committee had this to say, in part, on the organi- 
zation of the Audit Office introduced in February 1974: 
“Those who are familar with professional accounting firms will recognize that the new 
structure parallels the organization of such firms. The role of the Management Committee, 
the working relationships between it and the supportive components, the range and scope of 
internal support services and the working relationships between audit staff managers, direc- 


tors and directors general are all similar to those found in the typical private sector auditing 
firm.”’ 


2.23 The new organization plan represents essentially an expansion of the basic 
structure introduced 18 months earlier, and recognition at the senior executive level of 
several new functions not previously so classified, such as computer auditing, public ac- 
counts audit and appointment of an Assistant Auditor General who will, among other 
duties, assume primary responsibility for implementing recommendations of the Indepen- 
dent Review Committee. 


In large public accounting firms in Canada, the ratio of partners to professional staff 
members generally ranges from as low as one to six to an high as one to 15. Equating the 
duties and responsibilities of a senior executive officer in the Audit Office to those of a 
partner in a public accounting firm, it is significant to note that the ratio of authorized staff 
position to authorized senior executive officers was one to 255 in 1973, one to 60 in 1974 
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and effective with the introduction of the new plan of organization will become approx- 
imately one to 18. 


When the appointments of appropriately qualified persons have been made by the Public 
Service Commission to the various new positions, the Audit Office should be in a stronger 
position than it has been in recent years to discharge effectively its mandate from 
Parliament. 


2.24 Another development important to the staffing of the Office was the fa- 
vourable response of the Institute of Chartered Accountants of Ontario to our submission 
requesting an increase in the quota of university graduates that the Audit Office is permitted 
to employ as registered students-in-accounts under the rules and regulations of the Institute. 
The previous quota of 10 has been raised to 25 and the Experience Appraisal Committee of 
the Institute will review the situation a year hence with the possibility that a further increase 
may be justified in due course based on the quality of our programs and facilities for 
training students. 


Activities of the Standing Committee on Public Accounts 


2.25 By June 1975 the Standing Committee on Public Accounts had dealt with all 
important matters raised in my 1974 Annual Report to the House of Commons. This is a 
significant achievement, unparalleled in recent years, reflecting the careful planning and 
concentrated efforts of the Chairman and members of the Committee, aided by actions of 
the Treasury Board that facilitated the work of the Committee and referred to below. 


In the past year the Committee made three reports to the House of Commons: on 
November 14, 1974, and March 6, 1975, respecting the 1972 and 1973 fiscal years and my 
Annual Reports thereon; and on June 26, 1975, with respect to my 1974 Annual Report. A 
summary of their reports is included as Appendix C to this Report. 


2.26 Over the last three years the Audit Office has attempted to produce a more 
timely annual Report in phase with the Public Accounts which are generally available in 
October. The 1972 annual Report was dated February 28, 1973; the 1973 annual Report 
was dated December 14, 1973, and the 1974 annual Report was dated November 25, 1974. 
Although it was not feasible this year, an Audit Office objective is to plan activities so that it 
will be possible to transmit our Report for the current fiscal year ended March 31 to the 
Minister of Finance early in October before the House of Commons normally meets for its 
Fall session. It is also our objective in future to include our specific comments related to the 
Public Accounts of Canada in Volume I of the Public Accounts as prepared by the Receiver 
General. We will continue with these and other efforts to improve the timing, form and 
content of our annual Report so as to facilitate the work of the Committee. 


2.21 The Treasury Board has taken important initiatives to expedite review of my 
annual Report by the Committee. In April 1974, the Secretary of the Treasury Board 
presented to the Committee a listing of the actions taken by the Government on all but 33 


paragraphs of my 1973 annual Report; in February 1975 he presented a listing of actions 
taken on all but 13 paragraphs of my 1974 annual Report; and in June 1975 he presented a 
listing of action taken on the 33 remaining paragraphs carried forward from 1973. We fully 
endorse this procedure introduced by the Board and, to complete the exercise, we shall 
follow up to ascertain that the action that has been, or is being taken, is appropriate and 
effective. Where results are not up to expectations, the matter will be directed to the 
attention of the responsible officials and covered in my Report to the House of Commons. 


Shift in emphasis to system auditing (Part III) 


2.28 The Financial Administration Act requires the Auditor General to conduct 
such examinations as he may deem appropriate to satisfy himself, among other things, that 
public money received has been duly accounted for and that expenditures have been 
properly authorized. To meet these statutory requirements, a significant proportion of the 
time of the Audit Office has been devoted to what is often termed financial authority, 
compliance or transaction auditing. 


But Section 58 of the Financial Administration Act, also requires the Auditor General to 
ascertain whether, in his opinion, the rules and procedures relating to the receipt and 
expenditure of public funds and the safeguarding and control of public property — in short, 
the financial accounting and control system — are adequate and operating effectively. 


In determining the nature and extent of his audit examinations and tests, an auditor is 
entitled to rely on a well-designed and effectively operating system of internal accounting 
controls. When undertaking responsibility for auditing the accounts of an organization as 
immense and complex as the Government of Canada with professional resources of rela- 
tively modest proportions, it is evident that the quality of the financial and accounting 
systems will play a large and important part in determining the size and nature of the 
professional audit resources needed — and where and how they should be applied. 


This year, through the Financial Management and Control Study and the support of the 
public accounting profession, it has been possible to conduct quite an extensive evaluation 
of the financial control system. On the basis of the results, reported elsewhere, it is clear that 
this shift in emphasis from transaction auditing to system auditing has been worth while 
and productive. Accordingly, in devising future audit programs, an appropriate balance will 
be planned to give due weight and proportion to evaluating the adequacy and the effec- 
tiveness of financial management and control systems throughout Government. 


Study of the Accounts of Canada (Part V) 


2.29 The Treasury Board Secretariat made available to me in April 1975 an 
exposure draft of the Study of the Accounts of Canada and I have provided my comments 
thereon. The draft report serves to bring together and focus attention on many fundamental 
issues relating to the accounting practices of the Government of Canada, numerous exam- 
ples of which have been referred to in this and my previous Reports to the House of 
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Commons. I believe that implementation of actions recommended by this Study will make 
a major contribution toward improving the standards of government accounting and fi- 
nancial reporting in the future. 
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iil 
ORGANIZATION AND ACTIVITIES OF THE AUDIT OFFICE 


Audit activities 


3.1 Audit Office examinations are performed to enable it to discharge a number 
of inter-related responsibilities assigned specifically to the Auditor General under Sections 
58, 60 and 61(1) of the Financial Administration Act. In summary: Section 58 requires an 
opinion on the appropriateness of financial rules, procedures and authorities and whether or 
not there has been a complete and accurate accounting for public money and property; 
Section 60 requires certification of the Statement of the Expenditures and Revenues of 
Canada and of the Statement of Assets and Liabilities of Canada; and Section 61(1) 
requires the reporting to the House of Commons of improprieties disclosed during examina- 
tions. The Auditor General is also required to express opinions on: the accounts of Crown 
corporations in accordance with section 76 and 77 of the Financial Administration Act; 
numerous special accounts of the Government of Canada; and the accounts of the Territo- 
rial Governments and the United Nations. In addition, the Public Accounts Committee has 
specifically requested the Auditor General to report certain situations dealing with the 
potential misuse of public money. 


3.2 Our audit procedures, intended to give appropriate weight to each of the 
above reporting responsibilities, consist of such tests considered necessary in the circum- 
stances. It is important to emphasize that these tests are designed primarily to enable the 
Auditor General to provide the certification and opinions required, giving appropriate 
consideration to materiality, and cannot be relied on to identify all weaknesses in the 
procedures, improper accounting or improper transactions. However, such improprieties as 
are identified are reported and are then monitored to ensure that appropriate corrrective 
action is eventually taken. 


Our work includes examinations of financial procedures, transactions, accounts and 
financial statements of departments, agencies, Crown corporations, commissions, boards, 
revolving funds, Territorial governments and other entities, in Canada and abroad, and 
United Nations organizations. 


Establishment and effective operation of an internal audit program can be an important 
and reliable element in a system of financial control. The Audit Office evaluates the 
adequacy of internal audit programs and is prepared to reduce the scope of our examina- 
tion accordingly. The Office also determines whether errors, discrepancies and other ev- 
idence of maladministration disclosed by internal auditors are acted on satisfactorily. 


The Auditor General also issues letters to officials of departments, Crown corporations 


and other entities, describing identified weaknesses or improper transactions with appropri- 
ate suggestions and making recommendations for strengthening financial control, correcting 
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deficiencies in accounting systems and eliminating wasteful and inefficient use of public 
funds. 


Organization and professional development 


33 The 1974 Report outlines significant changes in the management structure of 
the Audit Office made in February 1974. The senior executive complement of the Office 
then was increased from one position to five positions based on an allocation of the major 
responsibilities of the Office, as follows: 


Deputy Auditor General 

Director General, Departmental Audits 

Director General, Crown Corporations and International Audits 
Director General, Special Audits and Inquiries 

Director General, Professional Practices and Development 


These five individuals and the Auditor General formed a management committee to 
direct the overall policies and operations of the Audit Office with each member focusing his 
attention on specific areas of responsibility. Experience in operating with this organization 
for approximately 18 eventful and challenging months led to a far more meaningful 
understanding of the nature of the responsibilities of the Auditor General; the way in which 
these responsibilities can be most effectively discharged; the need to strengthen the Office, 
particularly at the senior levels; and the need for the Auditor General to delegate many of 
his responsibilities to his senior officers. A new executive organization, including 14 new 
positions, was implemented effective October |, 1975, as follows: 


NUIT OTE GET CT alpen eee oa ee ee Ter rE 
Deputy Auditor Generals tin. etc ee ee 
ASsistantwAuditom Generali eet eee eee ee 
EXeCutiVesDITeCtO Rete rae eee Ce ee 
Directors General — 
Coniputer Auditsiiics ae ANUe eee Ante 
Crown CorporaionmeAuditse ac .aieancna ue es: 
DenartmrentalAuGits 2s eg cen eer eens 
Financial Management and Control Studies ........ 
InternationawAuditsies see eee ae ee 
Professional Development. war mate 
Brofessionaly eract CeSueess see see ee ee 
PublGAccounts” eee we ee cee oe ee 
Regional Avdits tamer ot nee antennae. acces Peta 
SpecialbAudits and Inquiries = 2g.0te enor: 


Total executive complement of the Office ................ 


N 
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3.4 All of the above officers form the Management Committee which meets 
regularly to exchange information and to consult on important matters and to make, or to 
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discuss, decisions on professional issues referred to it by individual members of the 
Committee. 


The Auditor General, Deputy Auditor General and Assistant Auditor General form an 
Executive Committee which assumes overall responsibility for the direction, planning and 
administration of the Office and provides guidance or makes decisions with respect to 
professional issues referred to it by other members of management. 


In developing this organization, great care was taken to identify clearly the duties of each 
position, or group of positions, to ensure that all the major identified responsibilities of the 
Auditor General have been specifically assigned and proportionately allocated to these 
officers. Consideration was given to the organizational approaches of large public account- 
ing firms and to the need for executives of the Office to have and to discharge effectively 
delegated responsibilities on behalf of the Auditor General much as each partner of a 
public accounting firm carries the full professional responsibility of the firm. The effec- 
tiveness of the Office should increase substantially as new levels of professional expertise 
and executive direction are brought to bear on these more clearly defined fields of 
responsibility. 


Appendix D to this Report, a “‘Report on Proposed Organizational Amendments’’, is an 
informative, independently prepared analysis of many of the deficiencies in the previous 
organization of the Office of the Auditor General and of the needs and philosophy underly- 
ing the new organization. 


3.5 At October 1, 1975, the following officers comprised the senior executive 
group (several of whom were on loan from national public accounting firms for a one-to- 
two year period under the terms of the Interchange Canada Program of the Public Service 
Commission ): 


Auditor General James J. Macdonell, F.C.A. 
Deputy Auditor General Rhéal Chatelain, B.A., C.A. 
Assistant Auditor General John R. Douglas, B. Comm. 
Executive Director Patrick D. Lafferty, B.Sc., C.A.f 


Directors General: 
Crown Corporation Audits Peter G. Boomgaardt, C.A.f 
Departmental Audits C. Francis Gilhooly, B. Comm., F.C.G.A. 


Harold E. Hayes, C.A. 


Departmental Audits Edward F. McNamara, B.A., C.A. 


Edward R. Rowe, C.A. 


Financial Management and Control D. Larry Meyers, B.A.Sc., P. Eng., 

Studies GiMiGe GiAe 

Professional Development Michael H. Rayner, B.A., C.A. 

Professional Practices John J. Kelly, B;Comm., C.A.+ 

Public Accounts L. Denis Desautels, B-;Comm., C.A.7 

Special Audits and Inquiries Raymond M. Dubois, B.A., M.Comm., 
CMIG! GA) 


Alexander G. Cross, B. Comm., C.A., previously Director General of Professional Prac- 
tices and Development, has been seconded to represent Canada for a 3 year-term on The 
North Atlantic Treaty Organization’s International Board of Auditors in Brussels, Belgium. 


3.6 All staff is encouraged to enroll in professional training programs leading to 
qualifications either as a Chartered Accountant, Registered Industrial Accountant or Certi- 
fied General Accountant. The Office has engaged a number of graduates from provincial 
professional technical colleges, most of whom have been enrolled in an accelerated Regis- 
tered Industrial Accountant program under the auspices of the Public Service Commission. 
This will enable them to qualify for the R.I-A. degree within 18 to 24 months. 


Within the Office a major review of our human resources in relation to our audit responsi- 
bilities is now under way in order to identify more clearly and to quantify the numbers and 
levels of staff required. In the past there has been relatively little movement of staff within 
the Audit Office in contrast to the major public accounting firms who have developed a 
distinct career pattern: their professional staff members are usually university graduates 
who develop a broad range of practical accounting and auditing experience in many 
situations and industries in combination with formal courses of study and examinations set 
by the appropriate professional institute or association. Within a three to six-year period 
many members of the staff who have qualified for professional accounting degrees obtain 
positions in industry, Public Service or the universities. The Audit Office is making every 
effort to establish a similar career pattern for its professional staff in government. Recruiting 
efforts are being directed towards promising university graduates. Training and manpower 
allocation efforts are intended to provide a basis for these persons to become professionals 
of the highest quality, either in the Audit Office, or as internal auditors and financial officers 
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in departments, agencies and Crown corporations, or elsewhere if their career preferences 
and objectives so indicate. 


Sha The 1974 Report mentioned substantial use of the Executive Interchange 
Program of the Public Service Commission to supplement our staff resources on the Finan- 
cial Management and Control Study. The 34 partners and managers of major firms of 
chartered accountants who served the Office for a period of a year or longer have generally 
expressed a great deal of enthusiasm for the experience and opportunities that the program 
affords. The Office is again supplementing its resources during 1975-76 under this program 
but on a somewhat reduced scale, with 17 partners and managers, including nine continu- 
ing from last year. Thirteen of these individuals are working on the current Financial 
Management and Control Study and four are involved in our continuing audit activities. 
The participating firms are: 


Arthur Andersen & Co. 

Clarkson, Gordon & Co. 

Coopers & Lybrand 

Deloitte, Haskins & Sells 

Ernst & Ernst 

Gardner, Macdonald & Co. 
Laventhol & Horwath 

MacGillivray & Co. 

Peat, Marwick Mitchell & Co. 

Price Waterhouse & Co. 

Raymond, Chabot, Martin, Paré & Associés 
Séguin, Préfontaine, Patenaude & Cie. 
Thorne Riddell & Co. 

Touche Ross & Co. 

Zittrer, Siblin, Stein, Levine & Co. 


3.8 During the peak audit period for Crown corporations and agencies, extending 
over the months of May, June and July, the Audit Office was fortunate in obtaining the 
services of 28 auditors from public accounting firms to augment its staff. This invaluable 
assistance allowed the Office to complete these assignments within the prescribed time limit 
and to divert part of its staff to the audit of government departments required prior to the 
certification of the accounts of Canada. 


39 During the year Treasury Board delegated to the Office the authority to 
classify positions, subject only to broad monitoring and budgetary limitations. The Public 
Service Commission delegated significantly increased authority to hire and make other 
staffing actions. This increase in delegated authority should enhance the opportunity for the 
Auditor General to overcome many of the staffing difficulties of recent years. For example, 
the Audit Office will now have a more direct involvement in recruiting on university 
campuses. 
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3.10 In addition, the Ontario Institute of Chartered Accountants, based on a 
recent review of our new organization and standards of supervision, training and field work, 
has, as a first step, now increased the authorized number of students-in-accounts in the 
province who may article with the Office from 10 to 25. This measure removes for the 
present a very serious restriction on our ability to attract many of the most desirable 
potential recruits wishing to work in the National Capital region. On the basis of a second 
review by the Experience Appraisal Committee to be carried out in 1976 we may be in a 
position to seek a further increase in due course in our quota of students if the quality of our 
training programs and field supervision again measures up to Institute requirements and 
standards. 


3.11 Two of our recently qualified chartered accountants have been placed with 
public accounting firms for a two-year period under the provisions of the Executive Inter- 
change Program. The Office also participates in other exchanges: an audit manager was sent 
to the Auditor General of Australia for 18 months in exchange for one of his senior staff; 
and representatives from audit offices in Malaysia, Sri Lanka, Guyana and Indonesia have 
worked for varying periods with us in Canada. 


3.12 The following table is a profile of our full-time staff at October 1, 1975, after 
implementation of the reorganization plan and at March 31, 1975, and at pelos 3131974, 
excluding those under the Executive Interchange Program: 


October 1, March 31, March 31, 

L975 17 1974 

BXCCUEIVER vst te batrean dha tec ona nseeant Gee Martane 9 5 5 
Audit, Directors and Managers c.cie.si. beets 3 30 px) 
Audit Supervisors and Seniors 7..,8eee 13] 136 134 
OLCIAUCIC Stail Ro acre a gs ty ee ences 87 74 74 
Professtonali Stall, venue aiyan ere Meee 259 245 240 
INOn-professiOnabsStal ss. 7.3.trge aes one 12 Dil 39 
331] 302 279 

In the National'Gapital Areay (4.4 o.Mr eee. a 253 228 214 
Intother partsiof- Ganadays Pete persteide sts tacerehs 78 74 65 
238)! 302 219 


At October 1, 1975, 142 (55%) of our professional staff were qualified for membership in 
professional accounting associations and a further 95 (37%) were enrolled in programs 
leading to such qualifications. 


The Audit Office has continued developing its activities in compliance with the Official 


Language Resolution. During the year, twenty-six members of our professional staff at- 
tended language training. In accordance with implementation plans of Phase 2 of the 
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Resolution, we have organized a Unit working in French and we are now in a position to 
carry out audits in the French language in government departments, Crown corporations 
and agencies. 


3.13 On behalf of my colleagues in the Audit Office, I record with sorrow the 
sudden death in April, of Audit Supervisor, Mr. A Vern Witt, who served the Audit Office 
loyally and conscientiously for more than 27 years. Members of the Audit Office who retired 
during the year include: Garner O. Currie, Secretary to the Management Committee; Mr. A. 
Douglas Wigmore, C.G.A., Audit Manager; Gérard Fournier and J. Emile Legault, Audit 
Supervisors; Lloyd A. Crowder, N. Herbert Longstreet and Marie A.K. Doran, Senior 
Auditors and Mrs. Violet E. McColl, secretary. Each of these individuals had more than 32 
years in the public service of Canada and over the years each has made a contribution to 
the effectiveness and spirit of the Office which is deeply appreciated. On behalf of their 
colleagues in the Audit Office I wish them health and happiness in their retirement. 


Assistance to the Standing Committee on Public Accounts 


3.14 One of the objectives of the Audit Office is to render maximum assistance to 
the Standing Committee on Public Accounts, in its review of the Report of the Auditor 
General of Canada to the House of Commons, consistent with its responsibilities as an 
independent agency of Parliament. The Auditor General and members of his staff attend 
meetings of the Committee, provide any supplementary information desired on the various 
paragraphs in the Report, testify at hearings, provide evidence and reply to inquiries. On 
request the Office also assists the sub-committee of the Public Accounts Committee on 
agenda and procedures in planning, scheduling and establishing priorities in its review of 
the Auditor General’s Report. 


Professional Practices 


5:15 The work of the Office and the state of accounting, auditing and financial 
control in Government, appears to have suffered in the past from a lack of clearly under- 
stood, generally accepted accounting and auditing principles similar to those which have 
been evolving over the years in the private sector. Major efforts are underway to establish, 
or cause to be established, theoretically sound policies and criteria to frame and support the 
operations of the Audit Office in the future. 


The Auditor General has established a panel of authoritative experts to provide him on 
request with independent professional advice on important issues relating to the theory and 
application of accounting, auditing or financial control principles. This Panel, known as the 
Advisory Panel on Accounting, Auditing and Financial Controls, includes partners of 
several national firms of chartered accountants under the chairmanship of Ross M. Skinner, 
F.C.A. A senior partner of one of these national accounting firms, Mr. Skinner is a former 
chairman of the Accounting and Auditing Research Committee of the Canadian Institute of 
Chartered Accountants (C.I.-C.A.) and the author of Accounting Principles: A Canadian 
Viewpoint published recently by the C.I.C.A. The Panel has already been of particular 
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assistance in the review by the Audit Office of the Study of the Accounts of Canada 
produced by an interdepartmental government committee. 


The C.I.C.A. has recently appointed a task force, including a nominee of the Auditor 
General, to study the feasibility and desirability of establishing an Institute standing 
committee on accounting and auditing standards for all levels of government. 


A new uniform audit approach is being developed within the Office which should in- 
crease significantly the effectiveness of auditors in the field by attempting to clarify the 
objectives, scope and standards to be adhered to and to remove many of the uncertainties 
caused by a lack of stated accounting and auditing principles for government. The approach 
attempts to integrate contemporary audit philosophy and methods with our special circum- 
stances and the unique responsibilities assigned to the Audit Office by legislation. The new 
procedures are directed towards the evaluation of internal control with the use of internal 
control questionnaires, systems flow charts, statistical sampling, computer auditing tech- 
niques, and standardized working papers A comprehensive audit manual and internal 
control questionnaires, now in draft form, are being tested prior to implementation. 


The Office has also begun to apply the skills of computer audit specialists in special 
situations requiring a high degree of technical expertise and in advising non-specialist staff 
who may need to rely on computer controls at many points in their normal audit 
examinations. 


Audit certificates and reports 


3.16 The Auditor General reports annually to the House of Commons, as required 
by section 61(1) of the Financial Administration Act. He also reports to the appropriate 
Ministers on the financial statements of Crown corporations for which he is the auditor, as 
included below or listed in Part VI of this Report. 


eye The Auditor General also examined and reported on the financial statements 
of the following agencies, revolving funds and special accounts for their fiscal years ended 
during or coinciding with, the year ended March 31, 1975 (with a notation of the depart- 
ment with which the agency or account is identified ): 


Entity Department 
Agricultural Products Board Agriculture 
Agricultural Stabilization Board Agriculture 
Agriculture Revolving Fund Agriculture 
Canadian Grain Commission Agriculture 
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Racetrack Supervision Revolving Fund 


Government Telephone Account 
Revolving Fund 


Passport Office Revolving Fund 


International Development Research 
Centre 


Exchange Fund Account 
Statistics Canada Revolving Fund 


Information Canada Expositions 
Revolving Fund 


Information Canada Publishing 
Revolving Fund 


Medical Research Council 

Canada Pension Plan Account 

Canada Pension Plan Investment Fund 
Customs and Excise Revolving Fund 
Board of Trustees of the Queen 
Elizabeth I] Canadian Fund to Aid in 
Research on the Diseases of Children 
Economic Council of Canada 

Science Council of Canada 


Canada Council 


Canadian Government Photo Centre 
Revolving Fund 
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Agriculture 


Communications 


External Affairs 


External Affairs 


Finance 


Industry, Trade and Commerce 


Labour 


Labour 


National Health and Welfare 
National Health and Welfare 


National Health and Welfare 


National Revenue 


Privy Council 


Privy Council 
Secretary of State 
Secretary of State 


Secretary of State 


National Film Board 
National Museums of Canada 


Public Archives Central Microfilm Unit 
Revolving Fund 


Public Service Commission Bureau of 


Staff Development and Training Revolving 
Fund 


Royal Canadian Mounted Police 
(Dependents) Pension Fund 


The Custodian 

Defence Production Revolving Fund 
Printing Revolving Fund 

Supply Revolving Fund 


Airports Revolving Fund 


All of the above financial statements and audit reports thereon are included in Volume II 
of the Public Accounts with the exception of the Public Service Commission Bureau of Staff 
Development and Training Revolving Fund as they were not available at the time of the 


Public Accounts. 


3.18 The Auditor General also examined and reported on the financial statements 
of the following special accounts which are not included in the Public Accounts: 


Canada Pension Plan 
Standards Council of Canada 
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Secretary of State 
Sectetary of State 


Secretary of State 


Secretary of State 


Solicitor General 


Supply and Services 
Supply and Services 
Supply and Services 
Supply and Services 


Transport 


Unemployment Insurance Account 
Government Annuities Account 


International Audits 


3.19 The Auditor General is one of the three members of the Board of Auditors of 
the United Nations, having been reappointed by the General Assembly for a third three- 
year term expiring June 30, 1977. In June 1975 the Auditor General of Canada was elected 
Chairman of the Board of Auditors for one year beginning December 1975. Among other 
duties in this capacity he will have primary responsibility for representing the Board at 
meetings of the General Assembly and its Committees. 


In accordance with United Nations Financial Regulations and Rules, the Auditor Gen- 
eral of Canada accepts joint and several responsibility for all audits including those under- 
taken by his two colleagues on the Board. The activities audited by the Auditor General of 
Canada on behalf of the Board during the 1974-75 fiscal year were: 


United Nations Office at Geneva 

United Nations Trust Funds, Special Missions and Special Expenses 
United Nations Development Program 

United Nations Office of Technical Co-operation 

United Nations Industrial Development Organization 

United Nations Fund for Population Activities. 


In addition the Auditor General is the auditor of the International Civil Aviation Organi- 
zation, a specialized agency of the United Nations with headquarters in Canada. 


The United Nations audit assignments are undertaken on a basis of cost recovery. 


Special Audits and Inquiries 


3.20 The Special Audits and Inquiries Branch of the Office is to initiate and 
conduct studies of a government-wide or subject nature of broader scope than the normal 
functions of our day-to-day audit activities. It will draw on internal staff resources on a 
project basis supplemented by industry or government specialists or by professionals of 
other disciplines in the appropriate circumstances. Distinct terms of reference, with empha- 
sis on determining the adequacy of the systems of internal control, are to be developed for 
each project. 


The Special Audits and Inquiries Branch will also continue to discharge the responsibili- 
ties of the Audit Office to inquire into and report on the administration of expenditures 
under the Imported Oil and Petroleum Products Compensation Program, which was under- 
taken at the request of the Governor in Council under the provision of Section 62 of the 
Financial Administration Act (Part IX). 


PE) 


Financial Management and Control Study 


3.21 The findings of the Financial Management and Control Study for 1974-75 
are included in Part X and the Supplement to this Report. The 1974-75 program consisted 
of a study of the systems of financial management and control in 28 departments and 
agencies. The Office will continue to monitor the action taken by departments and agencies 
in response to the study’s findings and recommendations. 


Because of the importance of the findings to date, the study will be continued until all 
entities audited by the Auditor General have been reviewed. These include departments, 
agencies, boards, commission and Crown corporations. Ultimately the work will be carried 
forward, probably on a cyclical basis, as part of our regular audit programs and procedures. 


3.22 The 1975-76 program will include some of the departments and agencies not 
covered last year, but emphasis will be primarily on an in-depth evaluation of financial and 
internal accounting controls in Crown corporations. The terms of reference of the study 
provide for an examination of: 


(a) the statutes and centrally controlled regulations, policies, directives and guidelines 
relevant to financial management and control, and the extent of compliance there- 
with in the Crown corporations; 


(b) financial systems and procedures in Crown corporations including budgetary con- 
trols, accounting for revenues, pricing and costing systems, expenditures, assets, 
liabilities, commitments, and financial reporting systems; 


(c) the integration of accounting processes and systems with the central systems; 


(d) the extent to which the financial systems and procedures are monitored and audited 
by internal or operational audit groups or both; 


(e) the type, accuracy, timeliness, purpose and use of internal financial information and 
reports currently prepared; 


(f) the duties, responsibilities and functions of financial and accounting managers and 
staff with special reference to the system of financial and accounting control and the 
relationships of their functions with central financial and accounting agencies; 


(g) the accounting principles and the standards of financial reporting and disclosure 
followed by Crown corporations. 


3.23 The 1974-75 program relied very heavily on the contribution of the partners 
and managers of the 16 firms of chartered accountants obtained through the Executive 
Interchange Program. Each project was headed by a partner of a participating firm and 
staffed by a manager from the same firm plus a senior staff member of the Audit Office. Our 
senior staff members were fully involved in all phases of the study during the 1974-75 
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program. With the experience thus gained we are able to count less heavily in the 1975-76 
program on the Executive Interchange participants. The overall direction of the study and 
many of the individual field projects are being conducted by staff of the Audit Office. 
However a valuable feature of the 1975-76 program is the retention of the services for 
limited amounts of time of a number of the partners who directed the departmental studies 
last year. This provides useful continuity and experience for the benefit of the current year’s 
program. 


Legislative auditors’ meetings 


3.24 The Canadian Legislative Auditors followed the precedents of the last two 
years and held their third meeting in Quebec City September 22 — 24, 1975, to exchange 
views on technical and other matters of common interest. The meeting was attended by 
some 40 senior members of the federal and provincial Audit Offices. The agenda included 
such subjects as: frauds and their detection, new developments in government accounting, 
the report of the Independent Review Committee, the objectives, organization and opera- 
tion (but not the results) of the Financial Management and Control Study, and the role of 
the Public Accounts Committee. The latter was an especially interesting presentation by Mr. 
Serge Joyal, M.P., Vice-Chairman of the Standing Committee on Public Accounts of the 
House of Commons who was in attendance at all sessions and who made an outstanding 
contribution to the success of the Conference. Other guest speakers included Mr. Raymond 
Garneau, Minister of Finance of Quebec and Mr. Claude Ryan, Editor of Le Devoir. 


The Office participated in the ninth triennial conference of Commonwealth Auditors 
General held in Kuala Lumpur in August 1975. The conference was attended by 47 
representatives from 26 countries and covered a wide range of subjects including organi- 
zation and operations of an audit office; reporting; auditing grants, loans and pension 
payments; management and operational auditing; program performance budgeting; and 
government accounting procedures. 


Audit Office expenditures 


3.25 The operating expenses of the Audit Office for the fiscal year 1974-75 was 
$7.5 million of which approximately 86% or $6.5 million was for salaries and other person- 
nel costs. A comparative statement of expenditure follows: 
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Salaries :o:che cae: eee weet, het 
Superannuation contributions...... 


Travelling, staff transfer, and communication expense.................... 


AnmuaviReport, advertising vetcr sna, takin cee ee tee ee ee 


Professional and special services 


Rentals-—ofice machinery and equipment :..2....0..cee ene 


Repairs and maintenance ............. 
Materials and supplies.................... 
Office furniture and equipment... 
Othentha ier, Sa Uae) eked 
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1974-75 1973-74 
(in thousands of dollars) 


$ 5,841 $ 4,199 
633 373 
455 206 

11 60 
469 95 
26 8 
5 8 
66 28 
98 49 
20 19 

$ 7,624 $ 5,045 
121 123 

$ 7,503 $ 4,922 

ned ey $ 788 


IV 


FINANCIAL STATEMENTS OF CANADA FOR THE FISCAL YEAR ENDED 
MARCH 31, 1975, AS PREPARED BY THE RECEIVER GENERAL AND INCLUDED 
IN SECTION 2 OF THE PUBLIC ACCOUNTS OF CANADA 


THE SCOPE AND METHODS OF THE PUBLIC ACCOUNTS FOR THE FISCAL 
YEAR ENDED MARCH 31, 1975, AS PREPARED BY THE RECEIVER GENERAL 
AND INCLUDED IN SECTION 1 OF THE PUBLIC ACCOUNTS OF CANADA 


EXCHANGE FUND ACCOUNT. STATEMENT OF ASSETS AND LIABILITIES AS 
AT DECEMBER 31, 1974 
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Summary of Revenue by Main Classification and Department 


for the Fiscal Year Ended March 31, 1975 


Refunds of 
Section Return on Postal previous years’ 
(Volume Il) Department Tax revenue investments revenue expenditures 
$ $ $ $ 
] ASD TIGULELIRG terete ere al ee eR ee net Bn 90,883,954 609 ,981 
2 GOmMIMUNICATIONS re en eve it 3,524,296 120,384 
3 Consumerand.CorporaterAtialts:.. ee eee 31,953 
4 ners yee Minesian UBINeCSOUTCES terre ee cee en eee 1,445,108 ,538 14,040,750 173,399 
5 FEM VITOUOMMEM be xaesx sacs erence eee rss ae acevo ie sae ane 1,882,633 1,037,672 
6 Exterma eA tial t sire meester cares ey eee eee ke ec Penne ae 1,233,937 1,036,167 
if TAT CO eee rere ee ee eee re ne ene eee 325,131 1,006, 823,040 862,127 
9 Indian Affairs and Northern Development........................ 13,799,138 424 ,598 
10 Industryaulimade and’ © OMINelCe me eae re ee 45,737,072 DSi emo 
11 LUIS ti CO ia a ees eee a nee Ren Re eA eve RN ena at Es 42,154 
12 LD OUT ee ere re re a eel re ere ee Cee 312 iSipoDS: 
ie Manpowerandslimmtstationvsse ts ee eee 67,682 WSO ark 
14 INationaliDetencer ecco seer oe eee eee Re, 1,012,269 351225385 
5} NationalgHealthvandsWeliares ss eres eee ee 1,222,198 
16 NationaluRevenued crate ae coco. eee ee ee 20, 882,577,293 68,125 38,086 
17 Arian er trometer ec are ect See een eee tie Cen os cae 64,142 
18 Rost Of Cem Sek ee ear Oe Aa ee ee 213 485,460,974 191,687 
19 REIVy COUNCIL ee ec ee rn etaet, See ack ears 22,598 
20 PUD LIC WOT sere eee ee ee ee 905,739 1,442,884 
21 Regional Economic Expansion=...4..- eee 2S Si) 4,199,310 
22 Sciencezandeechnolo cys remote eae ee 452 
23 SecretaryxOl State cy raewe mee seats ere ae OPER a 72,236 719,828 
24 Solicitor: Generale wc see Core ee eee eee enon 633,414 647,637 
2S Supplysand’ Services: veer eee eee rae ee 4,921,092 358 , 643 
26 SUATIS DOR eee tcc ee a oe i IN eRe: 144,403,578 725,032 
27 (DreaSUry BOAT mars cee et eed OR ee oe een ar AEE 385,817 
28 Wirbam A lairs esses cr ee ee ere Sn aed Bc eeY, 448 , 807,004 Sa l2t liz 
29 NWeteranssAtiairszee secre er eee rete eRe 27,270,630 DEI lo4 
22,328,010, 962 1,831,462, 684 485,460,974 84,066,152 
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Privileges, Premium, 


Services and Proceeds licences and Bullion discount and * Section 
service fees from sales permits and coinage exchange Miscellaneous Total (Volume II) 
$ $ $ $ $ $ $ 
11,906,932 3554 lege 290,227 597,317 107,830,133 1 
4 2,048 3,646, 732 g2 
3,118,128 PNGB EY) 1,168,181 11,451,449 3 
157,247 93,809 1,228,744 2,900,023 1,463, 702,510 4 
26,141 1,049, 383 2,203,167 160,564 6,359 , 560 5 
263,997 1,299 484,472 586,273 3,606,145 6 
816,945 47,551,916 3), 229,530 4,811,557 1,064, 420,246 7 
573 , 286 209 , 251 15,706,909 449 , 345 S15 1623527 9 
115,324 300 1,294,373 49 , 384,830 10 
94,057 430 291,943 428 , 584 11 
4,455 2,811 107,104 IS o25235 12 
30,842 3,360 958,204 2,971,366 13 
300,180 5,034,834 14 
18,017, 133 2,318,658 13,632 3,038,820 24,610,441 15 
4,553,300 551,882 147,236 7,455,062 20, 895,390,984 16 
2,264 203, 869 53), 05 304,040 17 
234,583 485,887,457 18 
26 153101 175,745 19 
932,669 81,821 31,094 185,547 SOLO a4: 20 
1,320,185 191 tS 2,167,195 1,754,985 35,008 , 360 21 
452 ay 
3,149,574 37,254 1,408,841 LEST 5,399,506 23 
50,180 292,516 180,465 220,571 2,024,783 24 
10,620 B)5 (ksig/4) 9/ 470,656 11,519,228 25 
13,931 966,811 2,090,430 148,199,782 26 
$2,500 SPAT 443,534 27 
1,629,500 5,130,241 512,693,917 28 
1,425,507 31,669,391 29 
45,195,805 15,776,963 32,166,149 47,551,916 3,229,530 35,837,390 24,908 , 758,525 


The notes appearing on page 7 are an integral part of this statement. 


T. K. SHOYAMA, Ug: JB VERS 
Deputy Minister of Finance Deputy Receiver General for Canada. 


Auditor General’s Certificate 


The accounts relating to the revenue set forth in the above Statement have been examined under my direction and subject to the comments in 
my report to the House of Commons, I certify that, in my opinion, the Statement gives a correct summary for the year ended March 31, 1975 in 
accordance with the accounting policies referred to in Note | to the Statements of Revenue, Expenditure, Appropriation and Unexpended Balances. 


J. J. MACDONELL, 
September 15, 1975 Auditor General of Canada. 


(This Summary and the Notes thereto are to be found in 
Volume I, Section 2 of Public Accounts) 
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THE GOVERNMENT OF CANADA 
Statement of Expenditure and Revenue for the Fiscal Year Ended March 31, 1975 


Expenditure 


Fiscal year ended 


March 31, 1975 


March 31, 1974 


$ $ 
PX QTICUICULE resect eres cs ee cece, seatincthss Sav iuies paces ete Reoea ae Ecce oes ee 664,280,951 426,419,171 
GOMIMUMICAtL OMS seeecree eee cose see aes reese cso cee c wan ca eeO INR Se Te eo A 60,278,529 51,435,822 
Gonsumerzandi@orporate A tlaits se circ cetera ee ee 48 ,986, 582 37,406,919 
Energy, Mines and JRESOULCES srs scests sass ees een cere eee ee 1,365, 863,435 341,852,499 
Envir ommmenit < ttre: Sores ls dae act lush cies ancanesst ce soees celts eee TOE ONT ne 383,057,743 316,062,782 
External Affairs iret wees coves teshh actnsecers seslvbcss cn sote Aare oat acetone 548,885,902 439,315,691 
13) L114 or eee MANGE We SER RR ee eae te PERE’ A 8 ce a ie Pana Ge ere 6,006, 195,320 4,616,857,651 
Governor General;and Lieutenant-Governors........6 ee 1,898, 136 1,721,941 
IndianyA flairsjand, Northern) Development... ee 672,234,919 594,567,249 
Industry raderand’ GOmMerCe neers rece re ere ee ne 449 , 892,384 399, 781,138 
TUS CLOG or ree seen net oa Sa oe oot ESTs Sete ee cares ia nce a een a eae ee 61,464,125 42,884,060 
jE YOO cats An Metin 5 Le i AS a nn Rie oni Irs ame Wa MiMi AERA ME ree Ma ah oT i 35,082, 636 33,118,261 
Manpowerandolmmiigrationiar:. cece cctern ee cee oe ee. 1,683 , 548 , 329 1,643, 140,700 
National!Defencek setae te: coors reree eek via ais ree ee ee a ee 250TH S272 921 2,231,983, 162 
INationalHealthvand’ Welfare: .). 2. nese y tae ee ee ee Se 19935359977 SIT MBI SE he WS37/ 
Nationals Revemte s6 ss exerci ek nde eer oe Se aoa ee 351,743,028 269 ,966, 362 
Parlier ticcsscstterssne te eee es cose saith tue estes pees oe ater ee Coes eee 50,831,747 41,751,787 
POSt OP Ce 3 ae citric Sor setts sre ier scene See ae etre se ee a Rg Ree ee 731,603,637 591,162,969 
Privy: Council £6 fe seberen, wte deete ae esac seadins Sy eis ea Pe a econ, 3 ee ee 52,662,181 19,127,912 
Publics Work Ss Stes sc Pie ete: Soe cee atiise Wonks Aisa oaeuien eave eae Me eR 523,826,470 469 , 735,614 
Re sionalsECONOMIGTE KPa Ml S1O Meese ee ete ee eee eee eee 441,432,843 411,532,232 
Sciencevand Technology x seees os eee scree Se re oe 6,343,074 6,754,810 
Secretary OL State: eek. ws6 antes toe cee hearse fete tee esp ek ec Oe nae 1,155,360,085 1,026 ,423,891 
SO]ICIEO LY GTC T a eee eee ee res ioe tle na Mee rte eee ee 450,447,759 350,049, 844 
Supply-and Services vere coy once sec ea eeorevos a rT 90, 168 , 423 73,429,724 
UBPATS DOE Es cite te Pierre ai ate Reo te Neat RRL SON REESE eeR EE eR ATTN 1,302,837,845 827,492,293 
SETEASUTY BOAT Rhee eke icccsh dors ese eckh ated eee ea en ee une dre OE 310,753,536 262,583,804 
WirbanrA tars s sac ec cseiccchc oe etea seen ee su eon econ coe ean ake and a ee ae 278 , 823,090 215,225,124 
Veterans A flalrs:seet se tik riicnces iestmnee > aw a reer in eect ree ee re en eee ee 619,486,326 $38,292,758 
‘Totalexpenditurés.:2222, a.) sete eee ee Ee SOE 26,054,870,953 20,055,659,307 
Budgetary detici teaser ie Saacteta mere arse Atel ay | een eee ven ate nekan eae ee Rene ENT —1,146,112,428 — 672,642,591 
24,908,758,525 19,383,016,716 
The notes appearing on page 7 are an integral part of this statement. 
Details of Appropriations and Expenditures by Departments can be found in Section 10. 
T. K. SHOYAMA, J. L. FRY, 


Deputy Minister of Finance. Deputy Receiver General for Canada. 
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Revenue 


Fiscal year ended 


March 31, 1975 


March 31, 1974 


$ $ 
Tax revenue— 
Income tax— 
[PRS RROVIRDD Lda tan abeat ne ee se eS ren eee ND irae Ait ltt ap eta Are RI en 10,068, 290,599 7,925, 803 , 336 
CLOG OTRO OR vestiteecsesev eon Ree sac Sesers ease cra eevee are Un ee eer a AN ee 4,285,216,846 3,410,977, 705 
INGER S LLC Cie mene te ee tee tee et ON ci leay Rie roe MR GOR Oscar eect ceat ae Wann te 427,423,766 323,678,371 
Excise taxes— 

5S LCS ee ee eee en ee eRe tra aud ne cceaeee eI, eirc / saree ns ah See 2,900;071,165 2,692, 861,072 
(CHIT? cc scmaninegdore tenis te Ree Un Se Scene MEER eO ear ee ae ee A ere eee ec 413,440,556 407,995,965 
ROHN XT) OR UR A Xe ree eee teint Ae se ae hei Antec ec ahee SAME haere te 224,261,170 286,617,261 

MOVING SD ODIEC IVA DC Sire ce ea ite ac ea ep Poe eB enh cinco ce ance ete fame 1,445,108, 538 
KSHSLOMISMIIDOLTIGUTLES serene terete ee een WEE oe ieceen enum e cra ema en eee 1,808, 860, 186 1,384,648, 328 
EIRCUSCRCLUIGLES Pere tee foie Poe. ise er aes cs ARR A Nec A A Mas NN A a ds 0c 747,959 , 844 685, 893,282 
TEXSURYIS TRIS, ie Ad eee tse et AN sR at pee or Re RA eg ST Or Orc ray eee 7,053,161 14,353,554 
INIESCONAMCOUS ene ete tea rite oa eter eeu meas ura a eee tres meee: sea See ete ae 325,131 390,518 
22,328,010,962 17,133,219,392 

Non-tax revenue— 

IRGEIEMEO MIT VEStTIETItS were tes tee oto Reh Se on ok IS ee ee OM Fe arc 1,831,462,684 1,489,205, 560 
BOStMOIICe—— Ne tsDOStAlBLe VEN s arr ta. tre eens eee actrees esse 485 , 460,974 480,005,199 
NGAI SEOleDreViOUSSY CATS MeXPENCItUnTe mass 7 er whe ae neta meine an eee eee 84,066, 152 99 , 354,814 
ServiGestan daseKnviace Cesar veneer cums cote es ete ct iris ties ber tec nea: PONEe AERA co ly 45,195,805 35,212,147 
PTOCCCOSHILOINES ALCS oe wets Patan yrs tis Deeg es on et) Bey BO LP Nr REE ae PE ced icahsessin 15,776,963 21,217,828 
Privileges MICEDCESTANG sPElMitS ee... meets Oe Me ee cy ene hone eee cee eee 32,166,149 26,455,532 
BOUIONPANGECOIN A LCs eee eee Pe a ER Os ee a nt Se dle ee 47,551,916 58,113,747 

Rremiuiimraiscoluntrandrexchangexe.-.. ki etre oe oe anise ne eis ees 3,229,530 
IVINSCCLATICONIS eens Nees eee ce Pee PA tO GU IO ee EN ROME ok at 35,837,390 40 , 232,497 
2,580, 747 , 563 2,249,797 ,324 
LO LAISTEVENUGim en ster in ORO eRe TE rye Oy ANNO Me eam Ih 24,908,758,525 19,383,016,716 


Auditor General’s 


Certificate 


The above Statement has been examined in accordance with the provisions of the Financial Administration Act. I have 
obtained all the information and explanations I have required and, subject to the comments in my report to the House of 
Commons, I certify that the Statement is in agreement with the accounts maintained by the Receiver General for Canada 
and that, in my opinion, it exhibits a correct view of the expenditure and revenue of Canada for the year ended March 31, 
1975 in accordance with the accounting policies referred to in Note | to the Statements of Revenue, Expenditure, Appro- 
priation and Unexpended Balances. 


J. J. MACDONELL, 


September 15, 1975 Auditor General of Canada. 


(This Statement and the Notes thereto are to be found in 
Volume I, Section 2 of the Public Accounts) 


ps) 


Summary of Appropriations, Expenditures and Unexpended Balances 
by Departments for the Fiscal Year Ended March 31, 1975 


Unexpended Balances 


Section 
(Volume Carried 
ID Department Appropriations Expenditures Lapsed forward”) 
$ $ $ $ 
1 ATOTICULEU Te pete eee ee en eee icy eee (20702 ,316, 559 664, 280,951 6,081,867 31,953,741 
a) COMMUNICATIONS =e eee ee eee eee 61,739,936 60,278,529 1,461,407 
3 Consumer:and Corporate-Affaits...-o en oe 49,461,956 48 ,986, 582 475,374 
4 ENcrgya MinesianGduleeSOULCES han eee tee ee arene MEST, SDs 659 1, 365,863,435 5,292,224 
5 EN VITONMeEN tee eee ea ee ee ree ere rere mene 392,131,633 383,057, 743 9,073,890 
6 ExternaleA flairsirs ere ene enirer er eye ne es ee (39547 , 356,223 548,885,902 ‘6—1,529,679 
7 MAN CE eters: Sees RC eee ete ere tener oer 6,006 , 694, 323 6,006, 195,320 499 ,003 
8 Governor General and Lieutenant-Governots................... 158923033 1,898,136 ™— 6,103 
9 Indian Affairs and Northern Development........................ (4676, 861,564 672,234,919 3,313,359 1,313,286 
10 Industry: traderandiCommercen ee eee 469 , 258,527 449 , 892,384 19, 366, 143 
11 UIST CO SRR RS OR ere eh ee ele ee Sane ars i 63,841,110 61,464,125 2,376,985 
12 Tab Oui 5 ese Sener hee Peete Pe 1 ie en thee we rr oe ePAN AL 35,380,781 35,082, 636 298,145 
13 Manpowerandsmmiprationes: re 1,698 , 399,113 1, 683,548,329 14,850, 784 
14 NationaliDefenceseiwr. tee i ee er ent nse, Qe oo25027 2,507, 527,921 4,024,106 
15 INatronalelecaltheandaweltarese ese een 5,662,712, 109 5,199, 353,997 463,358,112 
16 INationalReven tier reenter ee eee tt weer 353,544,549 351,743,028 1,801,521 
17 Parliarnien t <a ee inlet re a A 51,338,896 50,831,747 507,149 
18 PostiOMices: (Cee errant waren ee AUR Sees BER 738,755,672 731,603 , 637 7,152,035 
19 Privy * Council reece ee ae ee eS 56,086, 158 52,662,181 3,423,977 
20 Public Works Ao toes See at Comme ec, 529,335,492 523,826,470 5,509,022 
21 Regional EconomiciExpansion.) ee eee 488,919,823 441,432,843 47,486,980 
22 Science-and) Lechnology see ee ee eee 6,579,915 6,343,074 236,841 
23 Secretary of State eer ee ee en re 1, 163,590,019 1,155,360,085 8,163,897 66,037 
24 SolicitoriGeneraliee een ee sn eee eee 469 , 483, 168 450,447,759 19,035,409 
25 Supplyand Servicest. te ee ae ees 93,107,857 90,168,423 2,939,434 
26 TTansporteee ee ee ee ee ane 1,331,611,058 1,302,837,845 PES TYSONS 
27 ‘Treasury Board’) eee eee es 318,682,872 310,753,536 7,929 , 336 
28 UrbantAfiairss eer ree ee eee ne en er eS 298 , 068 ,025 278 , 823,090 19,244,935 
29 Veterans A flalts. ee pe ee eee een nye ee 628 , 656,680 619,486,326 9,170,354 
26,778,513,737  26,054,870,953 690, 309, 720 33,333,064 
T. K. SHOYAMA, J. L. FRY, 
Deputy Minister of Finance. Deputy Receiver General for Canada. 


Auditor General’s Certificate 


: The accounts relating to the expenditures as set forth in the above Statement have been examined under my direction and subject to the comments 
in my report to the House of Commons, I certify that, in my opinion, the Statement gives a correct summary for the year ended March 31, 1975 in 
accordance with the accounting policies referred to in Note | to the Statements of Revenue, Expenditure, Appropriation and Unexpended Balances. 


J. J. MACDONELL, 
September 15, 1975 Auditor General of Canada. 


(Available for expenditure in subsequent fiscal years: Department of Agriculture vote 15, 1971-72 and 1972-73 $31,953,741; Department of 
Indian Affairs and Northern Development vote 30, 1971-72 $1,313,286; Department of Secretary of State vote 2b, 1968-69 $66,037. 

 Yncludes $38,124,637 carried forward from vote 15, Department of Agriculture 1970-71, 1971-72, 1972-73 appropriations. 

(Includes $11,981,353 carried forward from vote 25, Department of External Affairs 1973-74 appropriations. 

Yncludes $1,857,491 carried forward from vote 35 and vote 30, Department of Indian Affairs and Northern Development 1970-71 and 1971-72 
respectively. 

Includes $66,577 carried forward from vote 2b, Department of Secretary of State 1968-69 appropriations. 

Results from Department of External Affairs’ authority in votes 10 and 10b to pay assessments in the amounts and in the currencies in which 
they are levied, and to pay other amounts specified in the currencies of the countries indicated, notwithstanding that the total of such payments may 
exceed the equivalent in Canadian dollars, estimated as of January and October, 1974. 

()Over-expenditure due to an error in the processing of severance pay for a retiring employee. 


The notes appearing on page 7 are an integral part of this statement. 
Details of Appropriations and Expenditures by Departments can be found in Section 10. 


(This Summary and the Notes thereto are to be found in 
Volume I, Section 2 of the Public Accounts) 
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Notes to Statements of Revenue, Expenditure, Appropriation and Unexpended Balances 


for the Fiscal Year Ended March 31, 1975 


1. ACCOUNTING POLICIES 


The significant accounting policies on which these state- 
ments are based are described in Section 1, ““The Scope and 
Methods of the Public Accounts,” of Volume I. 


2. RECEIPTS AND REVENUE NOT INCLUDED IN REVENUE 
ACCOUNTS 
Revenue is stated net of amounts credited to other accounts 
as follows: 
i. SOCIAL SECURITY ACCOUNTS 


1974-75 1973-74 


The Old Age Security Fund— 


Personal Income Tax................0... 2.............. $1,642,000,000 $1,300,000,000 


Corporation Income Tax.........:-.::.:5.---<c20--: 550, 500,000 299 ,000 , 000 
‘SYELESS TRE Bere Rite acetone 966,023,429 897,477,024 
3,158,523,429 2,496,477,024 

The Canada Pension Plan........................00000... 1,743,177,529 1,435,391,091 
The Unemployment Insurance Account ene ; 1,622,000,000 1,019,500,000 


ii. DEPARTMENT OF NATIONAL DEFENCE ACCOUNTS 
Proceeds of $9.8 million from sales of surplus property 
and equipment were credited by the Department of 
National Defence to its Surplus Crown Assets ac- 
count, and defence expenditures of $19.6 million were 
made from this account. 

In addition, proceeds of $1.3 million from sales of 
non-surplus property and equipment were credited to 
its Replacement of Material account and defence 
expenditures of $5.7 million were made from this 
account. 

DEPARTMENT OF POST OFFICE ACCOUNTS 

Under authority of the Post Office Act, R.S., c. P-14, 
remuneration of postmasters and staffs at certain 
classes of post offices, and other costs, totalling $79.9 
million, were paid from gross postal revenue. 


iil. 


DEPARTMENT OF TRANSPORT ACCOUNTS 


Receipts from the Air Transportation Tax which 
came into effect on December 1, 1974 totalled $7.1 
million to the end of the 1974-75 fiscal year; of this 
amount $3.7 million has been credited to departmental 
working capital advances of the Department of 
Transport, and $3.4 million has been credited to 
budgetary expenditure of the department. 

This allocation is based on passenger traffic through 
those airports financed under the Airports Revolving 
Fund and those financed by budgetary expenditure 
respectively. 


iv. 


. BUDGETARY EXPENDITURE ACCOUNTS 
Receipts and revenue totalling $714 million have been 
credited to budgetary expenditure compared to 
$567 million credited in 1973-74. 
OTHER SPECIAL ACCOUNTS AND REVOLVING FUNDS 


Applicable receipts and revenue were credited directly 
thereto. 


| Vi. 


3. EFFECT OF MARCH 31ST FALLING ON A HOLIDAY 


Since March 31, 1975 fell on Easter Monday, the fiscal 
year 1974-75 remained opened until Tuesday, April 1, 1975, 
in accordance with the provisions of the Interpretation Act 
(Revised Statutes of Canada 1970, c. I-23, Section 25(1)). The 
effect of this provision was to include in the fiscal year 1974-75 
those receipts and payments on April 1, 1975, that referred 
to the business of the 1974-75 fiscal year. In addition, payments 
for goods and services received on April 1, 1975 could be in- 
cluded in 1974-75, if they were made by April 30, 1975. 


4. OIL EXPORT TAX /CHARGE 


Revenues from oil exports have been derived from the oil 
export tax applicable to exports made to the end of March 
1974 and from -the oil export charge applicable to exports 
made since the end of March 1974. 


The Oil Export Tax Act authorized the Minister of Finance 
to make payments equal to 50% of tax revenues derived 
from the oil export tax, to the exporting provinces in which 
the exported crude was produced, recovered or extracted. 
Payments equal to 50% of oil export tax revenues have been 
made in accordance with the Act. 


No amounts related to the oil export charge are payable 
to exporting provinces; however, compensation payments to 
importers of crude oil and petroleum products have been 
made and are included in the expenditures of the Department 
of Energy, Mines and Resources. 


5. TRANSFER OF DUTIES, RESPONSIBILITIES AND LEGISLATIVE 
CHANGES 


Where transfer of duties, responsibilities or legislative 
changes take place in a fiscal year, the amounts for the 
previous fiscal year when material are adjusted for compa- 
rative purposes. 


The only such adjustment made concerns the Department 
of National Health and Welfare. 


While in 1973-74 Votes 25 and 35 of the Department of 
National Health and Welfare carried vote-netting privileges, 
in 1974-75 they did not. In order to adjust the previous year 
figures for comparative purposes, revenues and expenditures 
were increased by $16.3 million. 


Other changes where no adjustments have been made to 
the 1973-74 figures are as follows: 


The costs of publications of Information Canada during 
1974-75 were charged to the Publishing Revolving Fund. In 
1973-74 the costs of publications ($5.3 million) had been 
charged to Vote 5 of the Department of Labour and the 
proceeds from sales of publications ($3.4 million) had been 
credited to non-tax revenue. 


In 1973-74 the Department of National Defence admin- 
istered the Civil Emergency Measures Program and fully 
absorbed its expenditures of $5.5 million. In 1974-75 this 
program was decentralized and the related expenditures are 
included in appropriate departments and agencies. 


| (These Notes are to be found in Volume I, Section 2 


35 


of the Public Accounts) 


THE GOVERNMENT OF CANADA 
Statement of Assets and Liabilities as at March 31, 1975 


March 31, 1975 


March 31, 1974 


Net increase 
or decrease (—) 
during 1974-75 


$ $ $ 
ASSETS 
1. Current assets— 
(a)eCasheschedulesAm sectional leipa ce: Dee a cn eae cee tte ec eer ee eee 4,234,018,115 1,969, 669,046 2,264,349 ,069 
(6) Securities held for the securities investment account at amortized cost.... 81,280,272 68 , 337,169 12,943,103 
(c)m Otherscurrentsassetssuschedule,Byipace: ere ee ee neta ee 306,125,996 102,696,001 203,429,995 
4,621,424 , 383 2,140,702,216 2,480,722, 167 
2. Departmental working capital advances, schedule C, section 11, page 2.............. 772,579, 830 630,007,152 142,572,678 
3. Foreign exchange reserve accounts— 
(aye ExchangeshundsAccountyems yer ence soe re ce eae ee es eee 4,793,279 ,053 5,466, 279,053 — 673,000,000 
(b) Canada’s subscription to capital of the International Monetary Fund..... 1,252,980, 128 1,297,167,219 — 44,187,091 
6,046 ,259,181 6,763,446 ,272 — 717,187,091 
4. Social security accounts, schedule D, section 11, page 4— 
GanadaiPension-Blanhinyvestment fund: tees meee eee tee a ene nce ieee 7,981 ,874,000 6,696,981 ,000 1,284, 893,000 
Unemployment Insurance Account—Advances—All or part to be recovered 
by parliamentanysapPLlopiiatlOMS -yecceve, seca eee see tere eases ee nee ee 1,656, 747,924 1,719,280, 356 — 62,532,432 
UnemploymenttlnsurancesAccountee cere ee ee nee ee ee eee 100,101,962 60,417,553 39,684,409 
9,738,723 ,886 8, 476,678,909 1,262,044 ,977 
5. Advances, loans and investments—Domestic, schedule E, section 11, page 5— 
(a) Loans to, and investments in, crown corporations................:000cccccceeeeees Ne 217g LOR623) 13,634, 105,066 1,583,405,557 
Recovery likely to require parliamentary appropriations................0....... 237,499 ,094 237,695,681 — 1965587 
(Bb) meleOansito PLOVinclalpeOVEGMIMEM tS tess. cess eee reer eee 1,005, 282,390 834,326,166 170,956,224 
(c) Municipal Development and Loan Board advances........0.0...000..cccccee 223,567,797 234,872,906 — 11,305,109 
(d) Veterans Land Act fund (less reserve for conditional benefits) ................. 526, 500, 373 $12,403,871 14,096,502 
(@)igu MiscellaneGusir.-e. nat caee eh be ee hs Es, eee arias aaa oe Beat ke, See 901,444, 761 725,129,691 176,315,070 
18,111,805 ,038 16, 178,533,381 1,933 ,271,657 
6. Advances, loans and investments—External, schedule F, section 11, page 10— 
(ayer coans tomationalveovernmentS:. sere ater cea eee eee 2,067,704, 544 1,831,620, 629 236,083,915 
(6) Subscriptions to capital of, and working capital advances, loans and 
iInvestmentsuinuntenational, Ofganizatlons eee ee 590, 148 , 322 492,351,155 97,797,167 
2,657,852,866 23236971784 333,881,082 
jee sccuritiessnelduinutnustaschedule Gy sectionml le» pa gen Imecnres ce sen eee eee eee 133,289 , 269 1S55,0275:802 lS S55 
8. Deferred charges— 
(a) Unamortized portions of actuarial deficiencies— 
GanadianitorcesssuperannualionsaccounGne seus eee eee eee 845 , 432,000 702 ,040 , 000 143,392,000 
Rublicusenvice:supeLannuatlonyacco Um teeren mace te enna 2 ene een 716,100,000 362,900,000 353,200,000 
Royal Canadian Mounted Police superannuation account.........0....0...... 46,211,999 24,878 ,004 21,333,995 
(6) mUnamorntizedwoantiotation costssscction 2a). ye. ere ee eee 199,011,844 156,454,914 42,556,930 
1,806 , 755,843 1,246,272,918 560,482,925 
OS GCapitaleassets here ncct eet a: ag te te hae ta tie cen ne ate tee ae ee oe 2c 1 1 
10. Inactive loans and investments, schedule H, section 11, page 12.....0..000.ccee 79,130,380 80,354,071 — 1,223,691 
Motalerecordedfassetsre a eee eee ae ee ee 43 ,967,820,677 37,974,994, 506 §,992,826,171 
IIe esse Reservesor lossesionirealizationiof assets ree eee eee — 546,384,065 — 546,384,065 
Netinecordediasséts 5 y.a5,5,. 24. 3 eens ee be ee ere 43 421,436,612 37,428 ,610,441 5,992 ,826,171 
12. Net debt, represented by excess of liabilities over net recorded assets, schedule I, 
Sectiont LLM pages Dace tree. .teactie cc rer ee ered et ee tree ee ne ee 19,274, 567,774 18,128,455, 346 1,146,112,428 
62,696,004, 386 D957 2065 e780 7, 138,938,599 
The notes appearing on page 10 are an integral part of this Statement of Assets and Liabilities. 
Detailed Schedules of the Asset and Liability accounts can be found in Section 11. 
T. K. SHOYAMA, J. Lo FRY@ 


Deputy Minister of Finance. Deputy Receiver General for Canada. 
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March 31, 1975 


March 31, 1974 


Net increase 
or decrease (—) 
during 1974-75 


$ $ $ 
LIABILITIES 
13. Current liabilities, schedule J, section 11, page 13— 
(G)aOutstandingichequesstry we ee rete tate ere ae Netter ccesuareneoeantees W237 45a 392 1, 282,452,993 — 45,037,661 
(6) Accounts payable (that portion paid in April of the next following year) 1,049,213,277 Lei 2Salo> — 128,314,878 
(c) Non-interest-bearing notes payable to international organization............. 198,539,264 154,349,201 44,190,063 
(ajme attired.debioutstandines. meer niece re on ee eee tar rtauie esters ASST SBS 27,913,706 1,864,233 
(e)melnterest due andsoutstand in Sete nari. cn ee nen eRe cs cane ees 1,407 , 278,929 1,129,035,371 278 , 243,558 
UAE TLCCTES [a CCLUCC tate trate ene, Cement rn cami tee ne Re eect RON dco, SR 759,011,026 592,021,068 166,989,958 
()meOthercurrentsliabilttiess merci. estes eves merit tren or cae tes ae lonee teeny 229,039,219 231,293,860 —2,254,641 
4,910,274, 986 4,594,594 ,354 315,680,632 
14. Foreign exchange reserve accounts— 
(a) Non-interest-bearing notes payable to the International Monetary Fund 916,000,000 990,000, 000 — 74,000,000 
(6) Allocation of Special Drawing Rights in the International Monetary Fund 370,279,053 370,279,053 
1,286, 279,053 1,360,279 ,053 — 74,000,000 
15. Deposit and trust accounts, schedule K, section 11, page 15.00.00... 480,475,848 579,390, 882 — 98,915,034 
16. Annuity, insurance and pension accounts, schedule L, section 11, page 19--- 
(a) Social security accounts— 
GanadarbensiOnab la tac ces crete cian cate ete Re tas, ae 8, 262,422,656 6,933 ,825,886 1,328,596,770 
OldeANige Security Thund Beer ce reer eae ant Nan eae cr ROI tis ie 1,030,255 32,735,490 — 31,705,235 
(OES UpPEeTANMIMAtTONFACCOUNIS pace ee ey a On ect 3s 4c) San crsucee cosa dutierere sy 12,586,377, 141 10,848,542, 394 1,737,834, 747 
COU CT ete ny erties te har ea eR Rant: J eatnaee: ee ee eae MN ind Ach om Acs, 1,479, 157,340 1,446,915,970 32,241,370 
22,328 , 987,392 19,262,019, 740 3,066,967 ,652 
17. Undisbursed balances of appropriations to special accounts, schedule M, section 
I espages 20) ets trie ot. Semen. eee eR aN A Sn NE, FCS oc. Senne ees 139,296,573 172,265,845 — 32,969,272 
18. Provision for compound and bonus interests on Canada Savings Bonds, 
schedules NeSeCchionellsapages20.ecke.e eee serine eee ca eee eS i hese 132,627,020 114,100,946 18,526,074 
ioe eterredicredits..scheduleO; section: Il, page 21 iicsseeceeeccncss cee eee eae 317,518,354 294,736,772 22,781,582 
LO mOUSPEense accounts. schedulenpssectionl lsipage wien een ee ere cesnsaesest 14,385,949 8,312,879 6,073,070 
21. Unmatured debt, schedule Q, section 11, page 22— 
(G) EB ONGSTemeree teeth PORE Ohne ORE Bek ay Mae ata ertete cB ce ance ncaa dc eM 27,456, 159,211 24, 266,365,316 3,189,793, 895 
(Dy MMTCASULYeDIL Sua eee ets eet eR ate elit cere tg nate Macs ee ees eee un en 5,630,000,000 4,905,000 ,000 725,000,000 
SI OSC Daa LL 29,171,365 ,316 3,914,793 ,895 
NOTE: 
The contingent liabilities of the Government of Canada, consisting of railway 
securities guaranteed as to principal and interest $596,229,000; other guaran- 
tees of $15,034,509,267; together with certain indeterminate guarantees, are 
listed in section 11. 
otalliabilitiest ss 2. she aera Sed Se OP |? ee ha 62,696,004, 386 55,557,065 , 787 7, 138,938,599 


Auditor General’s Certificate 


The above Statement has been examined in accordance with the provisions of the Financial Administration Act. I have obtained all the information 
and explanations I have required and, subject to the comments in my report to the House of Commons, I certify that the Statement is in agreement 
with the accounts maintained by the Receiver General for Canada and that, in my opinion, it exhibits a correct view of the financial position of 
Canada as at March 31, 1975 in accordance with the accounting policies referred to in Note 1 to the Statement of Assets and Liabilities. 


J. J. MACDONELL, 


September 15, 1975 Auditor General of Canada. 


(This Statement and the Notes thereto are to be found in Volume I, Section 2 
of the Public Accounts. The Schedules and pages referred to are to be 
found in Volume I, Section 11, except where otherwise indicated.) 
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Notes to Statement of Assets and Liabilities as at March 31, 1975 


1. ACCOUNTING POLICIES 


The significant accounting policies on which this statement 
is based are described in Section 1, ““The Scope and Methods 
of the Public Accounts,” of Volume I. 


2. NET DEBT 

The increase in net debt in 1974-75 reflects a budgetary 
deficit of $1,146.1 million, compared to $672.6 million for 
1973-74. 


3. UNAMORTIZED PORTION OF ACTUARIAL DEFICIENCIES 


Additional liabilities for the Public Service superannuation 
account, the Canadian Forces superannuation account and 
the Royal Canadian Mounted Police superannuation account 
arose out of pay increases and the actuarial deficiency of 
$214 million determined during the year based on the quin- 
quennial valuation of the Public Service superannuation ac- 
count as at December 31, 1972. These adjustments have been 
credited to the respective superannuation accounts and 
charged to deferred charges and are being amortized over a 
five-year period in accordance with the amendments to the 
superannuation acts. 


4. ASSETS AND LIABILITIES IN FOREIGN CURRENCIES 

Assets and liabilities denominated in foreign currencies 
other than those of a short-term nature are recorded at 
historical values. The value of these assets and liabilities 
based on exchange rates in effect at March 31, 1975 ($1 U.S. = 
$1.0018 Canadian) are summarized in the following statement. 


Valuation at Over 
Recorded March 31,1975 (Under) 
Value exchange rate valuation 
$ $ $ 
ASSETS 
Securities held for the 
securities investment ac- 
COUDUS a ieec tie oe eee 13,510,421 12,568,807 941,614 
Foreign exchange reserve 
accounts— 
Exchange Fund Account 4,793,279,053 4,814,661,192 (21,382, 139) 


Subscription to capital 
of the International 
Monetary Fund.......... 1,252,980, 127 


1,374,684, 391 (121, 704 , 264) 


Advances, loans and in- 
vestments—External—- 


Subscriptions to capital 
of, and working capi- 
tal advances, loans 
and investments in 
international organ- 
IZATIONS eee eee 584,297,745 


570, 355,462 13,942,283 


6,644,067,346  6,772,269,852 (128,202,506) 


LIABILITIES 


Foreign exchange reserve 
accounts— 


Allocation of Special 
Drawing Rights to the 
International Mone- 
tary, Fund s2.cs se 

Unmatured'debta22....... 


448 , 172,106 
192,374,652 


(77,893 ,053) 
15,224,059 


370 ,279 ,053 
207,598,711 


577,877, 764 640,546,758 (62,668,994) 


Balances in bank accounts operated in foreign currencies 
are converted to Canadian currency at the year end on the 
basis of closing market rates. 


5. SPECIAL DRAWING RIGHTS 


The liability for the allocation of Special Drawing Rights 
issued by the International Monetary Fund has been recorded 
in the accounts of Canada in accordance with the Fund’s 
accounting recommendations to participants. Although the 
liability arises from transactions associated with foreign ex- 
change reserves, it is not taken into account in determining 
Canada’s official international reserves. 


6. UNEMPLOYMENT INSURANCE ACCOUNT 


The accounts in respect of the Unemployment Insurance 
Account which are recorded on the Government’s Statement 
of Assets and Liabilities are summarized in the following 
statement. 


Increase or 


decrease 
ASSETS 1975 1974 (—) 
$ $ $ 
(thousands) 
Cash in Receiver General 
special deposits:.0....0..-..5--c2.50--e 40,195 — 40,195 
INGVANCES 20s. we Pee A ates 1,656,748 1,719,280 — 62,532 
Unemployment Insurance Ac- 
COUN Le eee 100, 102 60,418 39, 684 
1,756,850 1,819,893 — 63,043 
LIABILITIES 
Outstanding warrants...................... 96,309 54,176 42,133 


7. EFFECT OF MARCH 31ST FALLING ON A HOLIDAY 

Since March 31, 1975 fell on Easter Monday, the fiscal year 
1974-75 remained opened until Tuesday, April 1, 1975, in 
accordance with the provisions of the Interpretation Act 
(Revised Statutes of Canada 1970 c. I-23, Section 25(1)). 
The effect of this provision was to include in the fiscal year 
1974-75 those receipts and payments on April 1, 1975, that 
referred to the business of the 1974-75 fiscal year. In addition, 
payments for goods and services received on April 1, 1975 
could be included in 1974-75, if they were made by April 30, 
1975. 


8. RECOVERY LIKELY TO REQUIRE PARLIAMENTARY APPRO- 
PRIATIONS 
This account comprises the following outstanding loans: 


(millions) 
Canadian Broadcasting Corporation............ nee eS) 
National Capital Commission...................... 39.6 
23125 


Recovery of the above loans is likely to require parlia- 
mentary appropriation in subsequent fiscal years. 


(These Notes are to be found in Volume I, 
Section 2 of the Public Accounts) 
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THE SCOPE AND METHODS OF THE PUBLIC ACCOUNTS 


The Nature and Format of the Public Accounts 


The Nature of the Public Accounts 


The Public Accounts of Canada is the annual financial 
report of the Government of Canada prepared by the Re- 
ceiver General for Canada as required by Section 55 of the 
Financial Administration Act. The report covers the financial 
transactions of the Government during the fiscal year under 
review even although the Parliamentary authority to under- 
take these transactions was, in many cases, provided by 
legislation approved in earlier years. In addition, it includes 
the accounts of those crown corporations and other bodies 
which are maintained separately from the accounts of Canada. 
The financial year of a number of these corporations is the 
calendar year rather than the fiscal year of the Government 
that ends on March 31. 


The Format of the Public Accounts 


The Public Accounts is produced in three volumes. Volume 
I contains: 

—A brief outline of the principal features of the Govern- 
ment’s financial statements and accounting system; 

—A summary of the highlights of the Government’s finan- 
cial operations during the fiscal year then ended, 
including revenue and expenditure on a National Ac- 
counts basis; 

—A review of budgetary revenue, expenditure and the 
surplus for the fiscal year, with comments on the signi- 
ficant aspects of the more important items; 

—An analysis of non-budgetary transactions; 

—A summary of the financing operations of the Govern- 
ment and their effect on the unmatured debt and the 
cash position of the Government; 

—Statements of the expenditures, revenues, assets and 
liabilities of Canada certified by the Auditor General; 

—A statement of the contingent liabilities of Canada. 

It also includes: 

—Summaries of appropriations and expenditures for each 
department; 

—The statements required by the Financial Administra- 
tion Act to be published in the Public Accounts; 

—A number of supporting schedules and statements. 


Volume II reviews the financial statements of departments 
in finer detail. For each department, this volume presents: 

—Appropriations, expenditures and unexpended balances; 

—tThe total cost of each program; 

—An analysis of expenditures by programs; 

—An analysis of expenditures by standard objects; 

—An analysis of expenditures by activities within a pro- 
gram, 

—A statement of the grants, contributions and other 
transfer payments made; 

—A statement of revenues collected; 

—A summary of all receipts and outlays and any special 
accounts maintained. 


Volume II also provides a range of additional information, 
by departments, on items such as: 
—Accounts receivable; 
—Payments for professional and special services; 
—The construction and the acquisition of machinery, 
equipment, land, buildings, and works. 


Volume III includes the financial statements of crown 
corporations which keep their own accounts, together with 
the reports of their auditors. 


The Government’s Accounting System 


The practices described in what follows have developed 
over a number of years and reflect the provisions of the 
British North America Act and other legislation. They have, 
however, been under review by an interdepartmental com- 
mittee preparing a “Study of the Accounts of Canada”’ and 
consisting of representatives of the Treasury Board, the 
Department of Finance and the Receiver General for Canada. 
These practices may therefore alter to the extent that recom- 
mendations flowing from the “Study of the Accounts of 
Canada”’ are accepted. 


To assist the reader in interpreting the Government’s 
financial statements, a brief outline of the main features of 
its accounting methods is given in the paragraphs which 
follow. This outline includes: 


—The basic concepts of the Government’s accounting 
system; 

—The definition of the Government of Canada as an 
accounting entity; 

—The identification of its financial transactions; 

—The allocation of transactions to fiscal years; 

—The measurement of transactions; 

—The classification of transactions. 


Basic Concepts 


The two basic concepts of the Government’s accounting 
system in the British North America Act are that all duties 
and revenues, other than those reserved to the Provinces, 
‘“‘shall form One Consolidated Revenue Fund” and that the 
balance of the Fund, after certain prior charges, is for appro- 
priation by the Parliament of Canada. The Financial Admi- 
nistration Act further provides that ‘All estimates of 
expenditures submitted to Parliament shall be for the services 
coming in course of payment during the fiscal year’? but 
modifies this requirement by permitting debts incurred during 
a fiscal year to be paid within the thirty days following the 
end of that year; any debts so paid may be charged in the 
accounts of the fiscal year just ended. After the period of 
thirty days allowed for the payment of debts, no further 
disbursements can be made from the unexpended balance of 
any annual appropriation. As a result, there are then no 
valid annual appropriations under which debts incurred 
during a fiscal year but still unpaid can be discharged. All 
disbursements to discharge debts incurred during a fiscal 
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year should therefore be reflected in the accounts of that 
year. The effects of these constitutional and legal provisions 
are examined further in the following section. 


The Government of Canada as an Accounting Entity 


All the financial transactions of the Government of Canada 
are reflected in the Public Accounts, irrespective of whether 
they are undertaken by or on behalf of a department, agency 
or other body such as a board, commission, council, crown 
corporation or fund. There are, however, a number of crown 
corporations and other bodies which operate their own 
banking facilities and keep their own accounts. The financial 
transactions of these organizations are reflected in the trans- 
actions of the Government of Canada only to the extent that 
they receive money from or pay it to the Government. 

As an accounting entity, the Government of Canada is 
therefore defined as the aggregate of all departments, agencies, 
boards, commissions, councils, crown corporations, funds 
and other bodies, with two exceptions. These exceptions are 
the ““Agency” and “Proprietary” crown corporations, listed 
respectively in Schedules C and D of the Financial Admi- 
nistration Act and those crown corporations that are not 
subject to the Financial Administration Act. The crown 
corporations not subject to the Financial Administration 
Act include the Bank of Canada, the Canada Council, the 
Canadian Wheat Board, the Industrial Development Bank, 
the International Development Research Centre and the 
National Arts Centre Corporation. 

The Government of Canada as an accounting entity is 
therefore the total of all its departments and other bodies 
that pay their receipts into and have their outlays financed 
from the Consolidated Revenue Fund of Canada with one 
important exception. 


Although ‘‘Agency”’ and “‘Proprietary”’ crown corporations 
are normally permitted to make their own banking arrange- 
ments, five “Schedule C” corporations—the Canadian Dairy 
Commission, the Canadian Livestock Feed Board, the 
National Harbours Board, the Royal Canadian Mint and 
Uranium Canada Limited—are required to use the Consoli- 
dated Revenue Fund for banking purposes. These five 
‘“‘Agency”’ crown corporations are treated in the same way 
as other Schedule C and D corporations and therefore 
excluded from the definition of the Government of Canada 
as an accounting entity. 


The distinction drawn between the Government of Canada 
as an accounting entity and those crown corporations that 
are regarded as outside that entity reflects the different nature 
of the transactions of the Government of Canada and those 
of the crown corporations in question. Within the Govern- 
ment of Canada, most financial transactions are undertaken 
for non-commercial purposes. Within the crown corporations 
in question, commercial objectives are significant and are 
reflected in their accounting systems. 


The following description of the Government’s accounting 
system therefore refers only to the departments, agencies and 
other accounting sub-entities that are included in the Govern- 
ment of Canada as an accounting entity. 


The Identification of Financial Transactions 


Section 106 of the British North America Act provides 
that all cash receipts are to be paid into the Consolidated 
Revenue Fund and that all cash payments are to be made 
from the Fund. The same requirement, together with the 
provisions in the Financial Administration Act that bring 
the bank accounts of the Government within the Consoli- 
dated Revenue Fund, ensures that the record of cash trans- 
actions into and out of the Consolidated Revenue Fund is 
complete. 


The identification of financial transactions therefore begins 
with the identification of all cash transactions that lead to 
changes in the balance of the Consolidated Revenue Fund. 
Cash transactions within the Consolidated Revenue Fund 
when money is moved between bank accounts are therefore 
excluded from the Public Accounts. Such movements of 
money between accounts occur to transfer funds to where 
they are needed or to honour agreements with the chartered 
banks about the distribution of deposits of public money. 


Apart from cash transactions, a number of internal trans- 
actions are identified. These transactions do not lead to any 
change in the balance of the Consolidated Revenue Fund but 
are included in the Public Accounts because of legislation or 
regulations. 

The major internal transactions are: 

—Interest, Government contributions and deferred charges 

credited to annuity, insurance and pension accounts; 

——Deferred charges for loan flotation costs; 

—Deferred credits for premiums on loans; 

—Deferred credits for income due but not received; 

—Advances to the Unemployment Insurance Account; 

—Departmental working capital advances; 

—Loans to revolving fund accounts; 

—Unappropriated balances of the Old Age Security Fund; 

—Unappropriated balances of Special Accounts carried 

forward to future years; 

—Credits to votes from other appropriations; 

—TJnternal transfers of interest; 

—Internal transfers of surpluses between funds and ac- 

counts; 

—Losses written off. 


These internal entries defer revenue and expenditure, 
transfer authorities to disburse money between accounts or 
to subsequent fiscal years, and adjust the value of assets 
when losses have occurred. 


In addition to the cash and internal transactions that have 
been described, two other types of transactions are identified 
in the Public Accounts of Canada. The initial transactions 
leading to issues of non-interest-bearing notes payable to 
the International Monetary Fund and other international 
organizations together with allocations of Special Drawing 
Rights received from the International Monetary Fund do 
not lead to changes in the Consolidated Revenue Fund but 
influence other assets and liabilities. 


Non-interest-bearing notes payable to international organ- 
izations are issued as a part of Canada’s subscriptions to the 
capital of such organizations. Such subscriptions are recorded 
as assets while the non-interest-bearing notes are recorded 
as liabilities until they are cashed. The initial issue of such 
notes therefore leads to no receipts of cash but there are 
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subsequent cash payments to international organizations 
when they present the notes for payment. 


Special Drawing Rights are allocated to Canada by the 
International Monetary Fund. At the time of any such 
allocation, no payment is made by Canada even although 
Special Drawing Rights are assets that can be used to make 
payments to other countries. To identify the transaction, 
Special Drawing Rights are recorded in additional advances 
to the Exchange Fund and the equivalent liability for their 
re-payment to the International Monetary Fund is recorded. 


After the initial issues of non-interest-bearing notes or 
allocations of Special Drawing Rights, subsequent trans- 
actions lead to changes in the balance of the Consolidated 
Revenue Fund and are therefore identified in the same way 
as any other transactions that change the balance of the 
Fund. 


The Allocation of Transactions to Fiscal Years 


The allocation of transactions to accounting periods is 
usually determined on either a “‘cash”’ or an “‘accrual”’ basis. 
When the ‘‘cash’’ basis is used, revenues are taken into the 
accounts in the period during which they are collected and 
expenditures are accounted for when cash disbursements are 
made. When the “‘accrual’’ basis is used, revenues are ac- 
counted for when earned or due, even if they are not then 
collected, while expenditures are accounted for when liabil- 
ities to pay are incurred irrespective of whether or not pay- 
ment is made in the same accounting period. 


In the Public Accounts, revenues are reported on a cash 
basis so that accrued tax revenues and other revenues receiv- 
able or accrued (including interest accrued) are not normally 
reported as assets on the Government’s statement of assets 
and liabilities. Both tax and non-tax revenues that have 
accrued but not been received are clearly not in the Consoli- 
dated Revenue Fund; they therefore cannot be used to 
finance disbursements from appropriations authorized by 
Parliament. Canada therefore measures its revenues when 
they are received. 


In the case of expenditure, the Financial Administration 
Act provides that all estimates of expenditure shall be for the 
services coming in course of payment during the fiscal year 
but permits payments to discharge debts to be made from 
annual appropriations for thirty days after the end of the 
year and reported in the accounts for that year. Thereafter, 
all annual appropriations lapse. As a result, liabilities under 
contracts and other accounts payable at March 31, for which 
cheques are issued during April, are charged as expenditures 
in the year ended March 31 and appear as current liabilities 
on the statement of assets and liabilities. Any expenditures 
not so included are those for which annual appropriations 
have lapsed. This procedure brings into each year’s trans- 
actions by far the greater part of the Government’s expendi- 
tures that, on an accrual basis, would be included as accrued 
expenditures and carried to the statement of assets and 
liabilities as accounts payable. 


Specific provisions are made to accrue interest on the 
public debt, and salaries and wages. Charges to budgetary 
expenditure for interest on unmatured debt, including 
Treasury Bills, are made each month as the interest accrues 
rather than annually or semi-annually as the interest becomes 


payable. Accrued salaries and wages are charged to budgetary 
expenditures at the end of the fiscal year. 


The effect of these procedures is to include in budgetary 
expenditures for each fiscal year accrued interest on un- 
matured debt, accrued salaries and wages and a measure 
of other accrued expenditures based on debts incurred 
during a fiscal year and paid during the first thirty days after 
its end. The difference between budgetary expenditure as 
reported in the Public Accounts and budgetary expenditure 
on a full accrual basis is therefore the value of debts incurred 
during a fiscal year and not paid during the following thirty 
days. As already indicated, no valid annual appropriations 
then exist to discharge such unpaid debts. 


On the other hand, revenue is reported on a cash basis. 


These practices are conservative in that budgetary expen- 
diture is included in the accounts for the year as liabilities 
while accrued revenues are not treated as assets or taken into 
revenue until collected. 


In the case of non-budgetary transactions, receipts from 
the sale of assets and the incurring of liabilities together with 
payments for the acquisition of assets and the retirement of 
liabilities are recorded when they occur. There are, however, 
a range of non-budgetary transactions that do not lead to 
any receipts or payments of cash. These non-budgetary 
transactions have already been described in the section 
dealing with the “Identification of Financial Transactions’. 


The Measurement of Transactions 


All transactions are measured in terms of Canadian dollars, 
as required by the Financial Administration Act. 


Where a transaction leads to movements of money into 
or out of the Consolidated Revenue Fund, its value is taken 
to be that of the cash receipt or disbursement in question. The 
only significant exception to this practice is in the measure- 
ment of receipts from issues of marketable bonds and Treas- 
ury Bills. Treasury Bills are issued at a discount; marketable 
bonds may be issued at par, a discount or a premium. How- 
ever, issues of marketable bonds and Treasury Bills are 
recorded at face value. Any discount from face value is 
recorded in the Unamortized Loan Flotation Costs Account; 
any premium is credited to deferred credits. Bond discounts 
and premiums are amortized over the period from the date 
of issue to the earliest call date, if one is specified, or from 
the date of issue to the date of maturity of the loan. In the 
case of Treasury Bills, that part of the discount that is appli- 
cable to the year of issue is charged to interest on the Public 
Debt. 

Expenditures accrued at the end of a fiscal year do not 
lead to payments of money out of the Consolidated Revenue 
Fund during that fiscal year. Accrued expenditures are there- 
fore measured at the amounts that will be payable from the 
Fund when the related liabilities are liquidated. 

Transactions that do not lead to payments into or out of 
the Consolidated Revenue Fund are measured in a number 
of ways. For the purposes of measurement, such transactions 
can be considered in three groups. 

The first group consists of transactions arising from the 
deferring of expenditure or revenue. This group includes 
charges for actuarial deficiencies in superannuation accounts, 
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deferred charges for loan flotation costs and deferred credits 
for loan premiums and interest earned but not received. 


In the case of the superannuation accounts for the Cana- 
dian Forces, Public Service and Royal Canadian Mounted 
Police, any actuarial deficiencies are valued every fifth year 
and the superannuation account in question is then credited 
with the total amount of the deficiency. At the same time the 
total amount is also debited to the account for deferred 
charges for superannuation accounts. The deferred charge is 
amortized by annual charges to budgetary expenditures or 
revolving funds over a period of five years, starting in the 
year in which it is first set up. Similar adjustments are also 
made when there are salary increases. 


The transactions to amortize deferred loan flotation costs 
are calculations of the amounts required to amortize such 
costs either over the life of a loan or over the time from its 
date of issue to its earliest call date. 


Deferred credits for loan premiums are first measured at 
the amounts received; these amounts are then credited to 
interest on the public debt over the life of the loans in ques- 
tion. Deferred credits for interest earned but not received 
are measured at the amount of the interest in question. 


The measurement of transactions arising from the deferring 
of expenditure is therefore based on their original recorded 
values and the convention adopted to record such transactions 
in the accounts over a period of time. In the case of deferred 
credits for interest, the convention is designed to ensure that 
certain debts due but not paid are still recorded as owing. 


The second group consists of transactions that arise from 
transfers between accounts or to subsequent fiscal years. 


They are measured as follows: 

—Loans to the Unemployment Insurance Account, depart- 
mental working capital advance accounts and revolving 
fund accounts represent amounts drawn against author- 
ities to disburse money made available to these accounts; 

—Additions to the unappropriated balances of the Old 
Age Security Fund and Special Accounts are the amounts 
of authorities to disburse money that have not yet been 
exercised and that are carried forward to future years; 

—Credits to votes where the amounts in question are paid 
from one department or agency to another are measured 
at the amount that the paying department or agency has 
agreed to transfer to the recipient; 

—Internal transfers of interest are measured in the normal 
way on the basis of the principal outstanding and the 
agreed rate of interest; 

—Revolving fund surpluses are the excess of revenues over 
expenses. 


The last group of transactions consists of losses written-off. 
These transactions are measured at the determined amount 
of the loss; they are, in effect, adjustments of the value of 
assets. 


Classification of Transactions 


For the reader’s convenience, this section has been sub- 
divided as follows: 

—Classification of items as budgetary and non-budgetary; 

—Budgetary revenue; 

—Budgetary expenditure; 


—Liabilities: 
—Assets: 
—Net debt. 


The Classification of Transactions 
as Budgetary and Non-Budgetary 


The financial transactions of the Government of Canada 
are classified into two basic groups, budgetary and non- 
budgetary. 

In general terms, “budgetary” transactions occur when 
current revenues are raised or current expenditures are made; 
“*non-budgetary”” transactions lead to the acquisition or 
disposal of a financial asset or to the creation or discharge of 
a financial liability. These classifications are, however, subject 
to a number of exceptions and may also be altered at the 
discretion of the Minister of Finance or by legislation. 


The Minister of Finance is given a discretionary power in 
Section 55(2)(c) of the Financial Administration Act to 
determine “such of the assets and direct and contingent 
liabilities of Canada as, in the opinion of the Minister, are 
required to give a true and fair view of the financial position 
of Canada as at the termination of the fiscal year”. He there- 
fore has the power to change the classification of any trans- 
actions from budgetary to non-budgetary, or vice versa. 

Most changes in the ‘classification of transactions as 
budgetary or non-budgetary are, however, made by legisla- 
tion establishing a new fund or account. Any fund or advance 
account within the Consolidated Revenue Fund is classified 
as non-budgetary so that, whenever a new fund or advance 
account is created, transactions that would otherwise be 
treated as budgetary are classified as non-budgetary. These 
changes in classification apply to both revenue and expend- 
iture. 

For example, if a new advance account or revolving fund 
is allocated certain fees, the classification of these fees will 
change from budgetary revenue to non-budgetary receipts. 
Similarly, when an advance account or revolving fund is 
created, any capital expenditures it makes are re-classified 
from budgetary expenditures to non-budgetary payments. 


The classification of transactions as budgetary or non- 
budgetary may not be the same from one fiscal year to 
another. Budgetary transactions can be classified as non- 
budgetary, or vice versa, whenever a new advance or fund 
account is created or discontinued. 


For the purpose of accounting and reporting, the Public 
Accounts uses the definition of budgetary and non-budgetary 
transactions in force at the end of the fiscal year to which the 
report refers and presents comparative figures for the previous 
fiscal year based on the same definition. This procedure has 
been adopted to provide as accurate comparisons as possible 
between the current and previous fiscal years in any given 
edition of the Public Accounts. 


Budgetary Revenue 


Budgetary revenue includes all tax revenues from income 
tax, the oil export charge or tax, excise taxes and duties, 
customs import duties and estate tax subject to the exceptions 
noted in the following paragraph. In addition, budgetary 
revenue includes the returns received on investments, postal 
revenue net of both disbursements and revenues credited to 
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the votes of the Post Office, and certain other non-tax revenues. 
The main items included in other non-tax revenues are receipts 
from fees, sales, privileges, licences, permits and bullion and 
coinage transactions and refunds of previous years’ expend- 
itures. 

Budgetary revenue is stated net of refunds paid and ex- 
cludes: 

1. the shares of personal income tax, corporate income 
tax and sales tax revenues that are credited to the Old 
Age Security Fund; 

2. taxes collected by the Government of Canada but paid 
to participating provinces in accordance with Federal- 
Provincial Agreements; 

3. receipts from the Air Transportation Tax credited to 
both the Airports Revolving Fund and budgetary 
expenditures of the Ministry of Transport; 

4. contributions to the Canada Pension Plan and Unem- 
ployment Insurance; 

5. receipts credited to votes; 

6. receipts credited directly to Special Accounts; 

7. receipts credited directly to revolving funds. 


Budgetary Expenditure 


Budgetary expenditure includes all sums paid or accrued 
on account of debts incurred during a fiscal year for operating 
expenditures, capital expenditures, grants and contributions. 
Budgetary expenditure also includes certain internal trans- 
actions that do not lead to changes in the balance of the 
Consolidated Revenue Fund. These transactions include: 


1. all charges for interest, Government contributions and 
actuarial deficiencies that are credited to superannua- 
tion accounts; 

2. the Government’s contribution to the Unemployment 
Insurance Account that permits the recovery of 
advances made in prior years to this account; 

3. undisbursed balances of appropriations to Special 

Accounts and certain other accounts; 

provisions to write-off losses; 

charges to amortize actuarial adjustments and loan 

flotation costs recorded as deferred charges. 


ea 


Budgetary expenditure does not include Old Age pensions, 
pensions paid under the Canada Pension Plan, Unemploy- 
ment Insurance payments other than benefits to fishermen, 
any payments financed from receipts credited directly to 
Special Accounts or expenditures charged to working capital 
advance accounts and revolving funds. 


Liabilities 


The liabilities of the Government of Canada consist of: 


1. financial obligations to be paid in future to organiza- 
tions and individuals outside the Government, in- 
cluding its employees, as a result of events and trans- 
actions prior to the accounting date; and 

2. credit balances for deferred credits and undisbursed 
balances of appropriations for the Old Age Security 
Fund and Special Accounts. 


The first group, financial obligations to organizations and 
individuals outside the Government, includes accrued interest, 
accrued salaries and wages, accounts payable and the accrued 


liabilities of superannuation accounts. Accounts payable are 
those liabilities under contracts and other accounts payable 
that are outstanding at March 31 but that are paid within 
thirty days thereafter in accordance with provisions of the 
Financial Administration Act. The liabilities of superannua- 
tion accounts are periodically re-valued on an actuarial basis. 


The second group, credit balances for deferred credits and 
the undisbursed balances of appropriations for the Old Age 
Security Fund and Special Accounts, does not represent 
obligations to other organizations and individuals. In partic- 
ular, Old Age Pensions are payable by law irrespective of 
the balance in the Old Age Security Fund. These credit 
balances are recorded because the accounts in question are 
classified as non-budgetary. 

The classes of liabilities shown in the statement of liabil- 
ities include: 

1. current liabilities, including matured debt outstanding, 
outstanding cheques and warrants, interest due and 
outstanding, interest accrued, accrued salaries and 
wages, accounts payable, non-interest-bearing notes 
payable to international organizations and _ other 
obligations payable on demand; 

2. obligations payable to the International Monetary 
Fund; 

3. sundry funds deposited with the Receiver General for 
Canada or held in trust for various purposes; 


social security funds; 


5. amounts to the credit of other annuity, insurance and 
pension accounts; 

6. undisbursed balances of special accounts, which, in 
accordance with the legislation under which they are 
authorized, are available for expenditure in periods 
subsequent to the fiscal year in which they are granted; 

7. provision for compound and bonus interest on Canada 
savings bonds; 

8. amounts due to the Government but in respect of 
which payment has been deferred; these are contra 
accounts to corresponding items under “Loans to, 
and investments in, Crown Corporations’’, ““Loans to 
national governments” and “‘Other loans and invest- 
ments’’; 

9. suspense accounts consisting of balances where some 
uncertainty as to disposition exists; and 


10. unmatured debt, consisting of bonds and treasury 
bills. 


Assets 


The recorded assets of the Government consist of: 

1. the realizable or income earning financial claims that 
it has acquired on other organizations and individuals 
as a result of events and transactions prior to the 
accounting date; 

2. other financial claims on third parties that yield no 
income and may not be realizable but for which no 
authority to write them off has been obtained from 
Parliament; 

3. the debit balances in the Unemployment Insurance 
Account and in the accounts for deferred charges, 
working capital advances and revolving funds. 
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In recording assets, the policy is to exclude two categories 
of assets. 

The first category consists of accruals of revenue, including 
taxes and revenues receivable. The exclusion of this category 
follows from the practice of reporting revenue when it is 
received. 

The second category consists of inventories of materials, 
supplies and equipment together with public works and 
buildings, national monuments, military assets (such as air- 
craft, naval vessels, guns and tanks) and other physical 
capital assets which are recorded at a nominal value of $1. 
Inventories and other physical assets were originally excluded 
on the basis of the principle that they were neither revenue 
producing nor realizable assets that could be offset against 
gross liabilities in determining net debt. 

Once, however, this principle was applied, the statement 
of assets then became a statement of the Government’s holding 
of financial claims, other than the receivables excluded be- 
cause revenues and other receipts are reported on a cash basis. 
The present policy is therefore to report assets on this basis, 
together with the debit balances of certain accounts that will 
next be examined. 

Debit balances in the Unemployment Insurance Account 
and in the accounts for deferred charges, working capital 
advances and revolving funds are, with one possible excep- 
tion, not claims on individuals and organizations outside 
the Government. 

Any debit balance in the Unemployment Insurance Ac- 
count at the end of a fiscal year is recoverable from higher 
premiums in subsequent years and, where unemployment 
exceeds a stated percentage, a contribution made by the 
Government and paid at the start of the next fiscal year. The 
sums recoverable from future increases in premiums could 
be regarded as claims on contributors to Unemployment 
Insurance. 

The debit balances for deferred charges appear because 
of the policy of deferring certain charges. The debit balances 
in working capital advance and revolving fund accounts occur 
because of the policy of making advances to these accounts 
instead of financing them by budgetary appropriations; the 
effect of this policy is that the financing of certain inventories 
and physical capital assets is reflected in assets. 


Assets are valued at cost or at written down values, except 
for capital assets which are shown at a nominal value of $1. 
Valuation at written down values is applied only after the 
necessary authority has been obtained from Parliament. 

Special Drawing Rights issued by the International Mone- 
tary Fund have been recorded in the accounts in accordance 
with the Fund’s recommendations to participants. 

Balances in bank accounts operated in foreign currencies 
are converted to Canadian currency at the year end on the 
basis of market rates. 


The classes of assets shown in the statement of assets 
include: 


1. current assets, including cash, and securities, held for 
the securities investment account; 


departmental working capital advances; 


3. foreign exchange reserve accounts, including advances 
to the exchange fund account for the acquisition of 
gold and foreign exchange and Canada’s subscription 
to the capital of the International Monetary Fund; 


social security accounts which include the Canada 
Pension Plan Investment Fund and advances to the 
Unemployment Insurance Account; 


5. loans to, and investments in, crown corporations; 


other loans and investments, including loans to 
provincial and municipal governments, advances to 
the Municipal Development and Loan Board and a 
number of miscellaneous advances to veterans and 
others; 


loans to national international 


organizations; 


governments and 


8. securities held in trust for various deposit and trust 
and annuity, insurance and pension accounts, and 
bonds, shares, certificates and certified cheques held 
in connection with contractors’ security deposits; 


deferred charges which consist of the unamortized 
portions of the actuarial deficiencies in the super- 
annuation accounts, representing that portion of the 
Government’s liability in respect of these accounts 
that has not been charged to budgetary expenditures, 
and discounts, commissions, redemption bonuses and 
conversion premiums on loan flotations, remaining 
to be charged to expenditure; 


10. capital assets, a category set up to cover physical 
capital assets that are charged to budgetary expend- 
iture at the time of acquisition or construction and 
which are shown on the statement of assets and liabil- 


ities at a nominal value of $1; and 


11. inactive loans and investments which are not currently 


yielding interest, profits or dividends. 


The reserve for losses on the realization of assets is not 
shown as a liability but is deducted from the total of the 
assets. 


Net Debt 


The excess of gross liabilities over the net recorded assets 
is designated as the net debt. Net debt was originally the 
excess of gross liabilities over “‘active’’ assets, that is, assets 
that were realizable or produced income; it is now, in effect, 
the overall deficit recorded since Confederation. 


Additional explanations are given in the notes to the 
statements that follow. 
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Exchange Fund Account 
(Established pursuant to the Currency and Exchange Act) 
STATEMENT OF ASSETS AND LIABILITIES AS AT DECEMBER 31, 1974 


(with comparative figures as at December 31, 1973) 


1974 
ASSETS Canadian dollars 
RTS RONECSDOSTUMe Raa sigs har BeBe uot ols bala, oo Bibs shbew heap sedniec muda vedas ois st SEAN Sule dehads $ 613,384 
United States Dollars United States Dollars 
Assets in United State dollars 
Micimondepositat, Mey we Se ak io Sues he Hoe ee laos BE $ IESBHe820l $ 24,948,254 
United States Treasury bills and bonds at cost, with accrued interest 726,043,302 484,216,417 
United States special Treasury notes at cost, with accrued interest 2,389 ,559,107 2,574,778,942 
International Bank for Reconstruction and Development bonds at cost, 
UME CENUCUMINTCKESL 1 Ee ere. RL cot PPR M AES blew. re caisn et Bees uke 595302,825 $0,990,124 
Assets denominated in special drawing rights and expressed in United 
States dollars (Note) 
International Monetary F'und— 
Special drawing rights allocated to Canada .............-.. 439,076,350 432,620,623 
Special drawing rights acquired, with accrued interest ......... 139,015,184 132,386,364 
International Monetary I’und notes, with accrued interest ...... 173,868,022 
COlak ING 5 BS io els: 59s GROESPCNGHE BOGMORS FEL on PSke ee hw Sly mee Oa were 940,686,913 926,856,238 
$4,869,089,524 $4,626,796,962 
Value of United States dollars converted to Canadian dollars at the closing rate for the United 
Sates ouannnuCanadam 9745329906. 1 97 3 6 SO G0 Rae Seren a. ee ee 4 823,320,082 
Nncompi ctedicontractsyvaluabiontadjustmente | & eye eet eee eine ee ee el 2,064,110 
$4,825 997,576 


LIABILITIES 


Due to Consolidated Revenue T'und, in accordance with Section 16 of the Currency and 
Exchange Act 
Earnings on investments 
Net profit trom trading operations in foreign exchange, gold and securitics .......... 
Net profit from the net valuation adjustments on unmatched purchases of foreign exchange 


Deficit 
Balance, January | 
Valuation adjustment on previous year’s holdings on hand at the end of the year ........ 
Valuation profit realized in writing up special drawing right denominated assets (including 
Old) MtOeWe Seed 2220 Oo permine ounce@heold) hee ae se olde cee owe es See ce 
Net valuation adjustment on special drawing right denominated assets (including gold) — (Note) 


Balance, December 31 


1973 


$ 267,374,030 
1,976,395 
105,084 


269,455,509 
4 253,000,000 
434,949,033 


4,957,404,542 


124,185,957 
26,833,552 


(19,612,543) 
131,406,966 
$4,825 997,576 


Canadian dollars 


$ 5,650 


4 608,289,774 
(4,428,000) 


$4,603,867,424 


$ 216,949,674 
2,061,749 
1,151,818 


220,163,241 
4,077,000,000 
430,890,140 


4,728,053,381 


235,059,691 
(4,969,176) 


(105,904,558) 


124,185,957 
$4 603,867,424 


The accompanying note is an integral part of the Financial Statement. 
Certified correct: 
The Bank of Canada 


G. K. BOUEY 
Governor 


EDITH M. WHYTE 
Chief of the International Department 


J. J. MACDONELL 
Auditor General of Canada 


(This Statement and the Notes thereto are to be found on pages 7.19 
and 7.20 of Volume II of the Public Accounts) 
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I have examined the above Statement and have reported thereon under 
date of April 30, 1975 to the Minister of Finance. 


Exchange Fund Account 
NOTE TO FINANCIAL STATEMENT 


On July 1, 1974, the International Monetary Fund adopted a new 
method of valuing SDRs. This method is based on a trade weighted 
average of the market values of sixteen major currencies and is 
commonly referred to as the “basket” rate. In order to take this 
change into account the Minister of Finance on July 31, 1974, 
authorized the revaluation of the Account’s SDR denominated assets 
(including gold). As at December 31, 1974, the SDR rate established 
by the International Monetary Fund was U.S.$1 = SDR 0.816760 (1 
troy ounce of gold = 35 SDRs). The resulting cumulative valuation 
adjustment of $19,612,543 on these assets was credited to the 
Deficit on the authority of the Minister of Finance. 

As at December 31, 1973, these assets had been valued on the 
basis of U.S.$1 = SDR 0.828948. 


AUDITOR GENERAL OF CANADA 


Ottawa, Ontario, 
K1A 0G6 
April 30, 1975. 


THE HONOURABLE JOHN N. TURNER, P.C., Q.C., M.P., 
MINISTER OF FINANCE, 
OTTAWA, ONTARIO. 


Dear Mr. Turner, 


I have examined the Exchange Fund Account and the transactions 
in connection therewith for the year ended December 31, 1974, as 
required by section 18(2) of the Currency and Exchange Act,RS., 
¢. €-39; 


My examination included a general review of the accounting 
procedures and such tests of accounting records and other sup- 
porting evidence as I considered necessary in the circumstances. The 
Fund’s holdings at the close of the year have been confirmed to us 
by the Auditors of the Bank of Canada. 


In my opinion, the transactions in connection with the Account 
have been in accordance with the provisions of the Currency and 
Exchange Act, the records of the Account show truly and clearly the 
state of the Account and the accompanying statement of assets and 
liabilities presents fairly the financial position of the Account at 


December 31, 1974, in accordance with generally accepted account- — 
ing principles applied on a basis consistent with that of the preceding © 


year. 


Yours sincerely, — 


J. J. MACDONELL © 


Auditor General of Canada. 


AUDITOR GENERAL’S REPORT TO PARLIAMENT 


As required by section 18(2) of the Currency and Exchange Act, R.S., c. C-39, I have audited 
the Exchange Fund Account and the transactions in connection therewith for the year ended 
December 31, 1974, and I now certify that, in my opinion, the transactions in connection with the 
Account have been in accordance with the provisions of the Act and that the records of the Account 


show truly and clearly the state of the Account. 
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J. J. Macdonell 


Auditor General of Canada. 


Vv 


COMMENTS BY THE AUDITOR GENERAL RELATING TO THE 
FINANCIAL STATEMENTS OF CANADA 


Summary of Revenue by Main Classification and Department 


5.1 General comment. This Summary for the fiscal year ended March 31, 1975, 
shows that tax revenue accounted for $22,328 million (1974 — $17,133 million) of the total 
revenue of $24,909 million (1974 — $19,383 million). This total does not include $270 
million credited directly to parliamentary appropriations under authority of certain Appro- 
priation Acts. As disclosed on page 2.7 of Volume I of the Public Accounts, it does not 
include postal revenue of $80 million used to meet certain postal expenses under authority 
of the Post Office Act, R.S., c. P-/4, and the proceeds from sales of surplus property and 
equipment of $9.8 million and non-surplus property and equipment of $1.3 million credited 
respectively to the Surplus Crown Assets Account and the Replacement of Materiel Account 
of the Department of National Defence. 


5:2 Refund of Previous Years’ Expenditures — Ministry of State for Urban Affairs. 

The Summary of Revenue by Main Classification and Department includes an amount of 
$57 million in respect of Urban Affairs identified as “‘refunds of previous years’ expendi- 
tures”. This item is related to the costs reimbursed to Central Mortgage and Housing 
Corporation under certain provisions of the National Housing Act from January 1, 1974, to 
March 31, 1974. Reimbursed to the Corporation in the year ended March 31, 1974, these 
costs were charged to appropriations provided by statutory authority in that year. However, 
in the year ended March 31, 1975, in order to conform with the technical details of the 
appropriation acts these same costs were charged to the annual appropriation providing 
specifically for such reimbursements and a corresponding revenue was recorded under the 
caption referred to above. The practice which has been followed for a number of years in 
fact results in an overstatement of revenues of $57 million in the current year ($34 million 
in 1973-74). The Ministry’s expenditures are also overstated by a similar amount. 


Statement of Expenditure and Revenue 


5.3 General comment. This statement for the year ended March 31, 1975, shows 
total expenditure of $26,055 million (1974 — $20,056 million), total revenue of $24,909 
million (1974 — $19,383 million) and a budgetary deficit of $1,146 million (1974 — $673 
million). 


A number of appropriations include authority for departments to spend revenue. The 
procedure in such cases is to credit the revenue directly to the appropriation as received 
and, for statement purposes, to offset it against expenditure from the appropriation and 
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record the net expenditure. Similarly the Department of National Defence has authority to 
credit net proceeds from sales of property and equipment to its Surplus Crown Assets 
Account and its Replacement of Materiel Account from which they may be expended for 
Departmental purposes. 


During the year non-tax revenues totalling $270 million were credited to appropriations. 
The notes to this statement shown on page 2.7 of Volume I of the Public Accounts disclosed 
that: under authority of the Post Office Act, R.S., c. P-/4, remuneration of postmasters and 
staffs at certain classes of post offices, and other costs, totalling $80 million, were paid from 
gross postal revenue; proceeds of $9.8 million from sales of surplus property and equipment 
were credited by the Department of National Defence to its Surplus Crown Assets Account, 
and defence expenditures of $19.6 million were made from this Account; and proceeds of 
$1.3 million from sales of non-surplus property and equipment were credited to its Replace- 
ment of Materiel Account and defence expenditures of $5.7 million were made from this 
Account. Amounts recorded as expenditures during 1974-75 and credited to other special 
accounts (refer to paragraph 5.8 of this Report) amounted to $201 million while relevant 
expenditures from these accounts during the year amounted to $220 million. Thus the totals 
shown on the Statement of Expenditure and Revenue for the year ended March 31, 1975, 
are not complete, and $394 million must be added to expenditure and $361 million to 
revenue to obtain the complete expenditure and revenue figures for the year which are 
$26,449 million and $25,270 million respectively. Because of the excess of expenditures over 
receipts recorded in the special accounts of the Department of National Defence and other 
special accounts the budgetary deficit of $1,146 million must be increased by $33 million. 


Summary of Appropriations, Expenditures and Unexpended Balances by Departments 


5.4 General comment. This Summary for the fiscal year ended March 31, 1975, 
shows appropriations of $26,778 million (1974 — $20,600 million) expenditure of $26,055 
million (1974 — $20,056 million) and unexpended balances of $723 million (1974 — $544 
million). 


Of the $26,778 million of appropriations available in the year, $13,131 million was 
provided by statutory authorities and $13,595 million by Appropriation Acts (Nos. 2, 3, 4 
and 5 of 1974 and No. | of 1975) while $52 million remained available from continuing 
appropriations of previous years. 


The $26,055 million of expenditure is the net of total expenditure of $26,325 million less 
revenue of $270 million which was credited to appropriations under authority of Appropri- 
ation Acts authorizing departments to spend certain revenue received during the year. As 
disclosed on page 2.7 of Volume I of the Public Accounts, not included in this expenditure 
figure are expenditures of $80 million from postal revenue, $19.6 million from the Depart- 
ment of National Defence Surplus Crown Assets Account and $5.7 million from its Replace- 
ment of Materiel Account. Also excluded is the amount of $19 million representing the 
excess expenditures met from other special accounts as indicated in paragraph 5.3. Gross 
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expenditure was therefore $26,449 million, of which $13,217 million (50%) was incurred 
under statutory authorities and $13,232 million (50%) was spent under the authority of 
appropriations granted for the year and continuing appropriations of previous years. 


=p) Unexpended amounts carried forward. Of the $723 million of unexpended 
balances at the year-end, $690 million lapsed in compliance with Section 30 of the Finan- 
cial Administration Act. An amount of $33 million as of March 31, 1975, remained availa- 
ble for expenditure in 1975-76 without further reference to Parliament because of special 
vote wording: 


Balance 
Department Vote March 31/ March 31/ 
75 74 
Agriculture 
OVA amcOMes MAIMED ANCE. 5, syn selec ede pacers (1970-71) 15 $ - $ 5,067,000 
EAtinpinicCOMmenmaintenancemsn sani el eere nnn eee (1971-72) 1S 14,896,000 16,000,000 
Baring come NaMtenances uc fos ee. reed ow (1972-73) 15 17,058,000 17,058,000 
31,954,000 38,125,000 
External Affairs 
International Food Aid Program ...................0.... (1973-74) Ds - 11,981,000 
Indian Affairs and Northern Development 
Northern Mineral development 
ASSIGtAMCe OT al tanmin Beek. cose en eit aiimenanetoste lad (1970-71) 35 - 257,000 
Northern mineral development 
ASSIST ADCOSOLAINGS tormere ns atte um nanny Cet et ne, (197 1-72) 30 1,313,000 1,600,000 
1,313,000 1,857,000 


Secretary of State 
Construction or acquisition of buildings, 
works, land and equipment — National 
PAT ISRCCCIICT C eemert: retire te bet tere CRA comic na a katte? (1968-69) 2b 66,000 67,000 


$ 33,333,000 $ 52,030,000 


In respect of Agriculture Votes 15, the amounts originally approved by Parliament were 
$16,000,000 in 1971-72 and $17,058,000 in 1972-73. 


Statement of Assets and Liabilities 


5.6 General comment. Section 55 of the Financial Administration Act requires 
that the Public Accounts include a statement of such assets and liabilities of Canada as in 
the opinion of the Minister of Finance are required to show the financial position of Canada 
at the end of the fiscal year. Section 54 further provides that the Receiver General shall 
maintain accounts to show such assets and direct and contingent liabilities of Canada and 
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shall establish such reserves with respect to the assets and liabilities as in the opinion of the 
Minister of Finance are required to give a true and fair view of the financial position of 
Canada. 


The basis on which the Statement of Assets and Liabilities has been prepared as at 
March 31, 1975 is essentially the same as in previous years and is described in detail in 
Section | “‘The Scope and Methods of the Public Accounts”’ of Volume I of the 1974-75 
Public Accounts. These practices, which appear to have been followed in a consistent 
manner, tend to reflect the administrative requirements of the underlying legislation but are 
not always appropriate. As a result, they lead to the recording of certain “‘assets’’ on the 
Statement which have been subject to our comments in previous Reports since they tend to 
overstate the total assets of Canada and understate the recorded net debt. These question- 
able “‘assets’’ which are described in more detail in the following paragraph, can generally 
be categorized as follows: 


(a) financial claims on third parties that yield no income and may not be realizable but 
for which authority to delete them from the Accounts of Canada has not been 
obtained from Parliament, 


(b) advances to various funds and accounts of the government that result in recording as 
assets amounts receivable from the government itself because the appropriation acts 
describe those advances as non-budgetary expenditures. 


The question of the definition of “‘budgetary”’ and “‘non-budgetary”’ transactions together 
with those items which should properly be reflected as assets and liabilities of the Govern- 
ment of Canada and the valuation thereof are matters which are being considered by the 
“Study of the Accounts of Canada”’ referred to in paragraph 5.12 of this Report. 


a Recording of Questionable Assets. The items described in this paragraph are 
examples of assets which are not fully realizable from third parties, interest or revenue- 
producing but which are recorded on the Statement of Assets and Liabilities and thereby 
reduce the recorded net debt of Canada: 


Departmental working capital advances 


Departmental working capital advances include the undernoted outstanding loans made 
to the designated revolving funds for the purpose of financing the acquisition of capital 
assets: 
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Agriculture 


Race Track Supervision Revolving Fund ............. $ 33,000 
External Affairs 

Passport‘Oihce Revolving: Pum wes or aie 114,000 
Secretary of State 

PhovorCentre Reyolvins: hund sree ee 116,000 

Central Microfilm Revolving Fund ....................... 103,000 
Supply and Services 

SupplveRevolyine Pundicst eae. Meee ers ene 900,000 
Transport 

AIEpOrt Revolving BUnG Hee ak pnd ik een ne 372,648,000 


$ 373,914,000 


As noted in page 1.7 of Section 1, “‘The Scope and Methods of the Public Accounts”’ of 
Volume | of the 1974-75 Public Accounts, the effect of treating such advances as “‘non- 
budgetary”’ is to treat as assets of the Government of Canada the capital assets acquired 
thereby. This is of course contrary to the general treatment of capital assets which must 
normally be acquired through budgetary expenditures and recorded at a nominal value of 
$1 and it results in an overtstatement of recorded assets by the amount stated above. 


Unemployment Insurance Account — Advances 


Advances to the Unemployment Insurance Account in the amount of $1,657 million are 
described on the Statement as “‘all or part to be recovered by parliamentary appropria- 
tions”. Of the $1,657 million advanced $1,272 million relates to benefits paid to the 
unemployed before March 31, 1975, but for which Section 136 of the Unemployment 
Insurance Act, 1/971, 1970-71-72, c. 48, provides that the Commission is not to be reim- 
bursed until 1975-76 and 1976-77. This portion will be considered as an expenditure of 
Canada in these years and although the inclusion of this large amount as an asset is 
dictated by the wording of the Act, it is not an asset. 


The balance of $385 million, has been advanced to the Commission to cover its operating 
deficit and is recoverable from contributors to Unemployment Insurance through future 
premiums. 


Loans to, and investments in, Crown corporations 


The amount of $15,218 million in respect of loans to, and investments in, Crown corpora- 
tions represents investments in equity, general purpose loans or loans for specific purposes 
and is carried in the Accounts of Canada at the value of amounts advanced. A number of 
corporations including the Canadian National Railways, the National Harbours Board and 
the St. Lawrence Seaway Authority — have a history of deficits and lack sufficient revenue 
sources to repay their outstanding loans except through parliamentary appropriations. 


a1 


In recent years, the Canadian National Railways has reported deficits in the order of $20 
million annually; the amounts shown on the Statement include $1,295 million for loans. 
Loans to the National Harbours Board under this caption total $302 million; previous 
Reports have pointed out that there is little prospect of the Board being able to meet its 
principal and interest obligations. Loans to The St. Lawrence Seaway Authority total $625 
million. Interest payments in arrears increased from $72 million at March 31, 1970, to $162 
million at March 31, 1975. As noted in previous Reports it is extremely unlikely that the 
Authority will be able to repay its capital indebtedness. 


Included in the loans to, and investments in, Atomic Energy of Canada Limited, totalling 
$842 million, are the following, exclusive of accrued interest, relating to prototype nuclear 
power stations at 


Gentilly) Quebec nis). a he are een, $ 81.7 million 


Douglas Point, OncanOc. a. skeet eum woe ee 69.9 million 
$ 151.6 million 


Ontario Hydro and Hydro-Quebec are committed, under contract, to offer to purchase the 
prototype nuclear power stations at Douglas Point and Gentilly respectively at prices 
economically viable to the Utilities when the stations have been demonstrated to be a safe 
and dependable source of power. Whether the sale prices will be sufficient to permit the 
Company to repay the loans and related accrued interest remains to be determined. 


Included in the loans and advances to Central Mortgage and Housing Corporation is an 
amount of $4.9 million representing reimbursements by Canada to the Corporation for 
January to March, 1975, in respect of sewage treatment project loans forgiven by the 
Corporation as authorized by Section 52 of the National Housing Act R.S., c. N-10. This 
amount will be charged to budgetary expenditures during 1975-76. 


When loans to Crown corporations are effectively grants to cover operating deficits not 
likely to be compensated by future earnings, they should be treated as budgetary expendi- 
tures when made and not be recorded as assets. Similarly, specific loans that cannot be 
collected should be written down to their realizable value as soon as it is known that full 
collection is unlikely. Had these principles been followed over the years, the amounts 
recorded as loans to and investments in Crown corporations would be less than the re- 
corded current values. 


Loans to, and investments in, Crown corporations — recovery likely to require parliamentary 
appropriation 


The amount of $237.5 million identified on the Statement as those loans to Crown 
corporations for which recovery is likely to require parliamentary appropriations is in 
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respect of outstanding capital loans of $197.9 million to the Canadian Broadcasting Corpo- 
ration and outstanding loans of $39.6 million to the National Capital Commission for the 
acquisition of Greenbelt properties. 


In a memorandum on October 17, 1974, the Deputy Minister of Finance referred to the 
corrective action taken with respect to certain comments in previous Reports on financing 
capital assets of the Canadian Broadcasting Corporation, the National Capital Commission, 
the Northwest Territories and the Yukon Territory by means of loans appropriations. He 
stated that: 

The 1974-75 Main Estimates include a budgetary vote for financing CBC capital expendi- 
tures. Capital expenditures subsequent to 1974-75 for the CBC, NCC Greenbelt, the North- 
west Territories and the Yukon Territory are to be financed also by budgetary appropriations. 
Payments of principal and interest due after March 31, 1974 on the outstanding capital 
expenditure loans of the CBC and NCC Greenbelt have been deferred by Order in Council 


until 1979, pending the write-off and deletion from the Accounts of Canada of the amounts 
owing on these loans. 


While the treatment of advances made subsequent to 1974-75 for such purposes will be 
acceptable, the fact still remains that the outstanding amount of $237.5 million is not likely 
to be repaid and thus cannot properly be considered an asset of Canada. The same can be 
said of similar advances to the Northwest Territories and the Yukon Territory. 


Advances, loans and investments — Domestic —Provincial Governments 


Loans to provincial governments include $195 million in loans for winter capital projects 
of which an estimated $91 million relating to associated labour costs to March 31, 1975, is 
to be forgiven. 


Advances, loans and investments — Domestic — Miscellaneous 


This category of advances, loans and investments includes outstanding loans to the 
Government of the Northwest Territories ($115.6 million) and to the Government of the 
Yukon Territory ($49.7 million) in respect of capital expenditures. As indicated earlier such 
expenditures subsequent to 1974-75 are to be financed by budgetary appropriations. In 
recognition of this fact payments of principal and interest due after March 31, 1975, on such 
loans were deferred until 1979 by Order in Council. The amounts of the outstanding loans 
at March 31, 1975, deferred in this manner and which should not be included as assets of 
Canada were as follows: 


Government of the Northwest Territories ................ $ 105 million 


Government of the Yukon Vertory «oo. ccscss-e sates. 43 million 


Also included in this category of advances, loans and investments are the following loans 
and advances in respect of which repayment is questionable: 
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Environment 


Emergency loans tomshermen i s.cnr ee, $ 1,372,000 


The Secretary of the Treasury board (1974 Report — Appendix II) has indicated that if the 
loans have not been recovered during 1974-75, deletion action will be taken in 1975-76. 


Finance 


Saint John Harbour Bridge Authority ................... $ 6,428,000 


These loans were made to the Authority in order to enable it to pay interest and principal 
on other indebtedness to Canada reflected in loans to Crown corporations — National 
Harbours Board and to the Municipal Development and Loan Board (1973 Report para- 
graph 29). 


Indian Affairs and Northern Development 


Indian Housing assistance account ...................0... $ 8,101,000 


These loans are non-interest bearing and are subject to conditional forgiveness (1973 
Report paragraph 32). 


In addition there are a number of outstanding advance and loan accounts repayments on 
which are considerably in arrears as outlined below: 


Number of loans 
and balance at 


March 31, 1975 Arrears 

Indian Affairs and Northern Development 
Indian economic development account ORAZ 15d Sy 
$ 33,177,000 $ 4,301,000 
Eskimo loan fund 145 84 
$ 2,021,000 $ 183,000 

Manpower and Immigration 

Assisted passage loans 10,467 4,946 
$ 3,092,000 $ 1,610,000 
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There are also seven advance and loan accounts amounting to $387,000 made by the 
Department of Environment to Canadian producers of frozen groundfish and to groundfish 


processors and four accounts amounting to $9,256,000 made by the Department of Indus- 
try, Trade and Commerce under various agreements; the collectability of these advances 
and loans in full is questionable, as the borrowers are either having financial problems or 
are in receivership. 


Advances, loans and investments — External 


This category includes $985 million loaned to developing countries. Most of these loans 
bear no interest and are usually repayable over fifty years with no payments falling due 
during the first ten years. A certain number carry nominal interest rates of 3/4 of 1%. Loans 
for such long periods and low interest rates have the characteristics of grants. 


Inactive loans and investments 


Accounts in this category comprise the following: 


Loans to China — Export Credits Insurance Act ..... $ 49,426,000 
Me OA TNC OM ENO TIN TLL cl were tee ae eee eee ae Piet 23,179,000 
PEO Ai LOST CECE yon ert Fn rinse: Recor eee mee 6,525,000 

$ 79,130,000 


These loans are classified in this manner since they are deemed not currently revenue- 
producing or realizable. There has in fact been no change in the outstanding balances over 
the last 20 years with the exception of the loan to Romania. Under the terms of a 197] 
Agreement final settlement on the loan to Romania was received during the year. The 
balance of $23,179,000 remains to be written off. 


Reserve for losses on realization of assets 


In certain of the instances outlined above it is clearly established that the amounts 
reflected in the Accounts of Canada are not assets but rather a deferral of charges necessi- 
tated because the relevant legislation defers charging the items to budgetary expenditure 
until future years or because write-off action has not yet been authorized by Parliament. In 
these and other instances where recovery 1s questionable it would appear prudent for the 
Minister of Finance to establish an appropriate reserve in order to reflect more properly the 
financial position of Canada. The reserve for losses on realization of assets amounting to 
$546 million, has remained unchanged since 1957. 


5.8 Undisbursed balances of appropriations to special accounts. The undisbursed 
balances of appropriations to special accounts totalling $139.3 million are made up of two 
basic amounts. The first portion ($136.9 million) represents the balance of amounts appro- 
priated by Parliament and recorded as expenditures in the current and prior years. Because 
of special wording in the vote texts of the Appropriation Acts these sums were not spent but 


55 


were credited to special accounts to be available for spending in future years. The second 
portion ($2.4 million) represents revenues from the sale of surplus materials, supplies and 
equipment of the Department of National Defence which is also available for spending in 
future years because of the wording of the relevant legislation. 


These balances do not therefore constitute liabilities of the Government of Canada and 
the practice of recording them in this fashion results in an over-statement of liabilities and 
net debt. 


5.9 Unrecorded surpluses or deficits of revolving funds. Departmental working 
capital advances include advances totalling $69 million to various revolving funds. The 
financial statements of Canada for the year ended March 31, 1975, do not, however, reflect 
any deficits incurred by the funds for the year or certain surpluses not transferred at the 
year-end. Examples are: 


Surplus 

(Deficit) 

Fund March 31, 
1975 

AIT POlts REY ONIN 2 UNG ener eee eee $ 62,861,000 
Defence Production Revolving Fund .....2.5.5 6.00. (11,248,000) 
PrintinseR evolving, Puig a. Sethe Mace eee 2,265,000 
Supply: Revolving FR undess: somaccodswee tenet ssoae- 916,000 


The regulations in respect of revolving fund operations state that: 


Revolving Funds and Working Capital Advances are expected to be self-sustaining. A surplus 
earned in any one year will be transferred to the Accounts of Canada as non-tax revenue, 
while a deficit will be recouped by authority of Parliament in final supplementary estimates 
unless special permission is granted to accumulate surpluses or carry over deficits. 


Comments with respect to the above unrecorded surpluses and deficits follow: 


Airports Revolving Fund. Under the authority granted with respect to the Airports Re- 
volving Fund (Transport Vote L160, Appropriation Act No. 3, /969, 1968-69, c.36) all 
surpluses are to be retained by the Fund. 


Defence Production Revolving Fund. The deficit of the Defence Production Revolving 
Fund of $11.2 million at March 31, 1975, represents the amount by which the advance to 
the Fund of $51.4 million has been depleted and which will require to be recouped by 
parliamentary appropriation. Our audit report on this Fund was qualified to the extent that 
no provision had been made for a decline in inventory valuation of $3.1 million at March 
31, 1975 (see paragraph 8.16 of this Report) which would have increased the reported 


deficit by a like amount. 
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Printing Revolving Fund. Treasury Board has provided authority for the Printing Revolv- 
ing Fund to carry forward a surplus or deficit not exceeding $1 million from year to year. 
The excess surplus of $1.3 million at March 31, 1975, was not transferred to the Consoli- 
dated Revenue Fund at that date and will now be transferred in 1975-76. 


Supply Revolving Fund. Treasury Board has provided authority for the Supply Revolving 
Fund to carry forward a surplus or deficit not exceeding $2 million from year to year. No 
part of the surplus at March 31, 1975 of $916,000 therefore required to be transferred to the 
Consolidated Revenue Fund. 


The financial statements of Canada do not reflect the extent to which surpluses or deficits 
are retained in revolving funds in the various circumstances outlined above. Moreover, the 
failure of certain appropriation acts to establish a limit on the surplus that can be retained 
by a revolving fund (e.g. Airports Revolving Fund) reduces the control of Parliament over a 
fund’s activities since accumulated surpluses provide a cushion against which losses or 
expenditures may be offset, thereby depriving Parliament of an opportunity to inquire into 
the reasons for the losses or the expenditures financed by the surpluses. 


5.10 Memorandum accounts receivable. Taxes and sundry accounts receivable are 
not recorded as assets in the Statement of Assets and Liabilities but information regarding 
these accounts at March 31, 1975, in comparison with the corresponding information at the 
close of the preceding year, is presented in the Comparative Statement of Accounts Receiv- 
able in Section 30 of Volume II of the Public Accounts. This statement shows a total of $865 
million (1974 — $740 million) of which $33 million (1974 — $28 million) is classified as 
uncollectable. 


Test examinations during the year indicated that in some departments the handling of 
accounts receivable continued to fall short of desirable standards. Comments on these 
departments and pertinent information with regard to their receivables are as follows: 


Department of National Defence. The Department reported accounts receivable of $22.4 
million at March 31, 1975. This total does not include accounts totalling $4.4 million for 
goods supplied and services rendered but not invoiced during 1974-75. Receipts totalling 
$676,000 were received from other government departments in April 1975 and although 
they were charged to 1974-75 appropriations by the paying departments, they were not 
recorded as revenue by the Department of National Defence in 1974-75. Of this total, 
$320,000 was deducted from the March 31, 1975, accounts receivable even though it was 
recorded as 1975-76 revenue. These, and other errors, result in the total receivables shown 
for this Department in the Comparative Statement of Accounts Receivable in the Public 
Accounts being understated by $3.9 million. 


In previous Reports (paragraph 31 in 1974) we have referred to the long-outstanding 


accounts receivable from the United Nations — Special funds, and the International Com- 
missions for Supervision and Control in Cambodia, Laos and Viet-Nam. These accounts 
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still have not been settled. The amount outstanding from the United Nations — Special 
funds increased during the year from $6.8 million to $7.5 million. There was no change in 
the amount of $1.4 million due from the International Commissions. An additional amount 
of $1.2 million invoiced in 1973-74 to another commission in Viet-Nam, the International 
Commission of Control and Supervision, is now in arrears. As efforts to collect these 
accounts had been unsuccessful, the Department suggested alternative courses of action to 
the Treasury Board. On May 2, 1975, the Board directed the Department to continue to 
carry these old accounts but to suspend collection on them. 


A total of $932,000 was receivable at March 31, 1975, in respect of assistance to prov- 
inces. For the past several years we have referred to the fact that some of these accounts 
date back to 1958 and that clarification of government policy would be forthcoming. The 
matter is still pending. 


There are a number of internal control problems in the Department affecting the various 
accounts receivable, namely the accounts of the National Defence Medical Centre, contract 
refunds and overdue accounts. It was therefore not possible to verify the accuracy of certain 
balances or to satisfy ourselves that all accounts are properly recorded. 


Department of Energy, Mines and Resources. At March 31, 1975, the accounts receivable 
of the Department of Energy, Mines and Resources were reported as $399,000, most of 
which related to the Surveys and Mapping Branch for the sale of maps, charts and air 
photos. 


During the year we brought to the Department’s attention general deficiencies in internal 
controls, including: accounts receivable not identified by age even though the pricing policy 
requires interest at 1 1/2% per month on overdue accounts; lack of detail in cash receipts 
records to permit reconciliation with individual accounts receivable; subsidiary records not 
reconciled with control accounts; unauthorized adjustments to the detailed accounts receiv- 
able records; and the continued issue of publications after customers’ subscriptions had run 
out. The Department attributes these deficiencies to the fact that its system is undergoing 
changes. 


The accounts receivable system has been under review since 1972. In that year the 
Bureau of Management Consulting of the Department of Supply and Services undertook a 
study of accounting requirements for cost recovery operations including the control of 
accounts receivable and subsequently was given the task of designing and implementing 
such a system. At March 31, 1975, an adequate system for controlling accounts receivable 
had not been implemented and we were therefore unable to verify satisfactorily the accu- 
racy of the reported balances. 
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Other Matters of Interest 


Sei Disclosure of accounting policies. In previous Reports we commented that 
there were a number of differences between the policies followed in the preparation of the 
financial statements of Canada and the stated policies described in Section 1, ‘““The Scope of 
the Public Accounts”’ of Volume | of the Public Accounts. The policies followed have not 
changed over the last year, but they are now described more accurately in the current year’s 
Public Accounts with the result that the actual practices correspond to the stated policies. 
This improved description of the policies followed does, however, bring to attention quite 
clearly a number of anomalies and the need for improving the standards of government 
accounting and financial reporting. 


5.12 Study of the Accounts of Canada. We commented in last year’s Report on the 
“Study of the Accounts of Canada”’ which had been undertaken on the initiative of the 
Treasury Board and which was being carried out jointly with the staffs of the Department of 
Finance and the Department of Supply and Services. The general purpose of the study was 
to review the purposes, principles and practices which should govern the form of the 
accounts of Canada with the object of ensuring that the information provided in the latter is 
fair, complete and accurate. 


The Audit Office has been kept informed of the progress of the Study and there has been 
periodic consultation with the Office on some of the matters being considered. In April 1975 
the Steering Committee responsible for the Study released an exposure draft of its report. 
Copies of this exposure draft were provided to the Audit Office and to departments for 
review and comment. The Study has considered many of the fundamental issues which 
have been referred to in the current as well as the previous annual Reports of the Auditor 
General. 


Our review of the exposure draft was completed in July 1975, and our views conveyed to 
the Secretary of the Treasury Board together with certain suggested alternatives. Taking 
into consideration our comments and those of various departments, Treasury Board is 
presently completing its report which is expected to be released in the near future. 
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VI 


COMMENTS ON THE FINANCIAL STATEMENTS AND OPERATIONS OF 
CROWN CORPORATIONS AND OTHER AGENCIES 


6.1 The Auditor General has examined and reported on the financial statements 
of the following Crown corporations for their fiscal years ended during or coinciding with, 
the year ended March 31, 1975: 


Atlantic Pilotage Authority 

Atomic Energy of Canada Limited 

Canada Deposit Insurance Corporation 

Canadian Arsenals Limited 

Canadian Broadcasting Corporation 

Canadian Commercial Corporation 

Canadian Dairy Commission 

Canadian Film Development Corporation 
Canadian Livestock Feed Board 

Canadian National ( West Indies) Steamships, Limited 
Canadian Overseas Telecommunication Corporation 
Canadian Patents and Development Limited 
Canadian Saltfish Corporation 

Company of Young Canadians, The 

Crown Assets Disposal Corporation 

Defence Construction (1951) Limited 

Eldorado Aviation Limited 

Eldorado Nuclear Limited 

Export Development Corporation 

Farm Credit Corporation 

Freshwater Fish Marketing Corporation 

Great Lakes Pilotage Authority 

Laurentian Pilotage Authority 

National Arts Centre Corporation 

National Battlefields Commission, The 

National Capital Commission 

National Harbours Board 

Northern Canada Power Commission 

Northern Transportation Company Limited 

Pacific Pilotage Authority 

Royal Canadian Mint 

St. Clair River Broadcasting Limited 

St. Lawrence Seaway Authority, The 

Seaway International Bridge Corporation Ltd., The 
Uranium Canada, Limited (for the year ended December 31, 1973) 
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The Auditor General is not the auditor or joint auditor of the following Crown corpora- 
tions and public instrumentalities: 


Air Canada 

Bank of Canada 

Canadian National Railways 

The Canadian National Railways Securities Trust 
The Canadian Wheat Board 

Cape Breton Development Corporation 

Central Mortage and Housing Corporation 
Industrial Development Bank 


The relevant financial statements of the Crown corporations together with the audit 
reports thereon are included in Volume III of the Public Accounts with the exception of 
Uranium Canada, Limited whose financial statements were not available at the time of 
printing of the Public Accounts. 


Our reports on certain of the financial statements were qualified because we observed 
deficiencies in accounting practices, inconsistencies with the governing statutes or other 
matters which have an effect on the fairness of the financial statements. These observations 
are outlined in the succeeding paragraphs. 


6.2 Atomic Energy of Canada Limited — Carrying values of prototype nuclear 
power stations in excess of estimated realizable value. Douglas Point and Gentilly I 
prototype nuclear power stations were constructed by Atomic Energy of Canada Limited 
and are operated under agreements with Ontario Hydro and Hydro-Quebec respectively. 
The Company has title to both stations and has borne the entire capital costs. Ontario 
Hydro and Hydro-Quebec are committed, under contract, to offer to purchase the respective 
stations at a price that is economically viable to the utilities when the stations have been 
demonstrated to be a safe and dependable source of power. At March 31, 1975, the cost of 
the stations, including interest to the date they began operation, amounted to $77.6 million 
for Douglas Point and $90.2 million for Gentilly I, which amounts are shown as plant and 
property on the balance sheet of the Company. The costs of the stations include research 
and development activities but no attempt has been made in the records to segregate the 
portion of the capitalized costs that relates to such activities. It is uncertain whether the 
current book values of the stations will be recovered in full from the proceeds of eventual 
sales. Our report to the Minister of Energy, Mines and Resources on the examination of the 
Company’s accounts for the year ended March 31, 1975, was qualified because the proto- 
type nuclear power stations continue to be carried on the balance sheet at cost which may 
be in excess of estimated realizable values. 


6.3 Atomic Energy of Canada Limited — Failure to accrue interest on loans from 
Canada. Atomic Energy of Canada Limited has obtained loans from Canada to finance 
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capital projects, subject to the terms and conditions prescribed by the Governor in Council. 
At March 31, 1975, outstanding principal and accrued interest recorded in the accounts of 
the Company amounted to $1,002 million. This amount does not include interest of approx- 
imately $53 million on loans to finance the Douglas Point and Gentilly I prototype nuclear 
power Stations that relates to the period following their in-service dates. The Company has 
neither sought an amendment to the terms and conditions prescribed by the Governor in 
Council, nor requested an appropriation from Parliament to provide funds for the payment 
of the unrecorded interest. Our report to the Minister of Energy, Mines and Resources on 
the examination of the Company’s accounts for the year ended March 31, 1975, was 
qualified because the Company has for many years failed to record in the accounts the 
interest which, in accordance with the terms of borrowing, accrued on the loans during the 
period following the in-service dates of the stations. 


6.4 Canadian Broadcasting Corporation and the National Capital Commission — 
Accrued interest not recorded. By Orders in Council, payments of principal and interest 
on certain loans from Canada to the Canadian Broadcasting Corporation and to the 
National Capital Commission were deferred until March 31, 1979. Interest on such loans 
for the fiscal year ended March 31, 1975, amounted to $14,053,000 for the CBC and 
$2,167,000 for the NCC, but was not recorded in their respective 1975 financial statements. 
Our reports on these financial statements were qualified for failure to record interest which, 
by the revised terms, will become payable March 31, 1979. 


6.5 Canadian Commercial Corporation — Contract cost over-run reflected as an 
asset. Since 1946 the Canadian Commercial Corporation has provided procurement 
services in Canada for governments of other countries and for international organizations. 


A large contract negotiated by the Corporation on a ceiling price basis with a foreign 
government before completion of negotiations with the suppliers resulted in a cost over-run 
at March 31, 1975, of $2,542,000 which is carried as an asset on the balance sheet of the 
Corporation. The net over-run may be affected by the outcome of claims and counter-claims 
now under litigation between Her Majesty and an aircraft designer. 


Our report to the Minister of Supply and Services on the examination of the Corpora- 
tion’s accounts for the year ended March 31, 1975, was qualified because of the uncertainty 
as to whether the cost over-run, reflected in the balance sheet, will be recovered in full. 


6.6 Farm Credit Corporation — Provision not made for estimated losses on loans. 

At March 31, 1975, the Corporation had loans receivable of $1,696 million. Consistent with 
the practice followed in previous years, losses on loans and subsequent recoveries are , 
recorded in the “‘reserve for losses”? on the balance sheet in the year of realization. The 
Corporation does not provide for estimated losses expected to arise on collecting the 
amounts outstanding at the balance sheet date. In our opinion, amounts receivable should 
be recorded on the balance sheet at estimated realizable values and the statement of 
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income and expense should include the cost of estimated losses on loans. Our report to the 
Minister of Agriculture on the financial statements of the Corporation at March 31, 1975, 
was qualified accordingly. 


6.7 National Capital Commission — Capital assets recorded at values greater than 
amounts to be realized on disposal. In our report on the financial statements of the 
National Capital Commission as at March 31, 1975, we drew attention to a note to their 
statements that explained certain properties would be disposed of under agreements with 
the Provinces of Ontario and Quebec, the City of Ottawa and the railway companies at 
amounts substantially less than cost. As the final determination of the cost and of the 
proceeds cannot be made until all property surveys are completed, the properties to be 
transferred were shown at cost and not at estimated realizable value on the balance sheet at 
March 31, 1975. 


6.8 National Harbours Board — Undetermined liability for interest payments. 
Advances received by the National Harbours Board from the Consolidated Revenue Fund 
of Canada are evidenced by certificates of indebtedness which do not indicate the due date 
of the principal but specify the rate of interest and the interest period. Upon expiry of the 
interest period, new certificates of indebtedness are not issued, but the Board continues to 
record interest beyond such periods on the principal amount of the debt at the rates 
originally specified. 


In our report on the financial statements of the National Harbours Board as at December 
31, 1974, we reported that we had been unable to ascertain the amount of the Board’s 
liability, if any, for the payment of interest with respect to periods following the termination 
of the interest periods specified in the certificates of indebtedness. Interest recorded on 
advances for which the interest period had expired amounted to approximately $7 million 
during 1974 and $56 million in prior years. Such interest was charged to expense in the 
respective years and added to interest in arrears on loans and advances shown in the 
balance sheet. 


In our view new certificates of indebtedness specifying terms including interest rates 
should be issued at the expiry of the interest periods in existing certificates. 


6.9 The St. Lawrence Seaway Authority — Non-compliance with the provisions of 
the St. Lawrence Seaway Authority Act. Section 17 of the St. Lawrence Seaway Authority 
Act, R.S., c. S-/, states that tolls are to be designed to provide revenue sufficient to defray 
operating costs. Such costs are defined as including interest on loans, amounts sufficient to 
amortize loan principal over a period not exceeding 50 years, and the costs of operating and 
maintaining the canals and works. 


Since the Authority’s inception, revenues have been insufficient to meet the full interest 
cost or any amortization of loan principal. 
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The Authority’s financing arrangements were amended by an Order in Council in Janu- 
ary 1968 to provide that loans received under Section 28 of the St. Lawrence Seaway 
Authority Act in respect of the Montreal-Lake Ontario Section of the Seaway, together with 
interest, are to be repaid in such amounts each year as the Section’s cumulative net profit, 
before amortization of loan principal, will permit. Any unpaid interest in respect of any year 
bears interest until paid, and the principal and interest are to be fully paid on or before 
December: 317-2009. 


Outstanding loans in respect of the Montreal-Lake Ontario Section amounted to $336.5 
million at December 31, 1974, on which unpaid interest was $128.8 million. 


Before September 23, 1966, loans to finance the cost of modernizing the Welland Canal 
were interest-free. Under an Order in Council all loans after that date bear interest, but 
loans and interest shall not be payable until the Minister of Transport determines that 
construction of each Welland Canal project has been completed. 


Loans to finance construction projects on the Welland Canal totalled $288.5 million at 
December 31, 1974, (including $72.5 million on an interest-free basis), on which unpaid 
interest was $32.8 million. 


Interest rates on loans to the Authority range from 3 1/4% to 8 1/2%. 


As noted in previous Reports (paragraph 27 in 1974), it is extremely unlikely that the 
Authority will be able to repay its capital indebtedness in accordance with Section 17 of the 
Act. Our Report to the Minister of Transport drew attention to this situation. 


6.10 The St. Lawrence Seaway Authority — Inadequate provision for depreciation of 
capital assets. The financial statements of The St. Lawrence Seaway Authority make no 
provision for depreciation on the major portion (approximately $399 million of $414 
million) of its capital assets, because the Authority considers that its maintenance program 
keeps them in working condition. Failure to provide adequately for depreciation on all 
capital assets that are susceptible to deterioration and obsolescence, is not in accordance 
with generally accepted accounting principles. Our report to the Minister of Transport on 
the Authority’s financial statements for the year ended December 31, 1974, was qualified 
accordingly. 


6.11 Uranium Canada, Limited — Delay in the issue of financial statements. Since 
the incorporation of Uranium Canada, Limited in June 1971, pursuant to Section 10 of the 
Atomic Energy Control Act, R.S., c. A-/9, the Company has acted as an agent of the Crown 
for acquisition and future sale of a joint stockpile of uranium concentrate under an agree- 
ment with Denison Mines Limited. 


We have been advised by the Company that due to administrative difficulties the finan- 
cial statements for the year ended December 31, 1974, could not be issued on or before the 
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due date of March 31, 1975, as required by Section 75(3) of the Financial Administration 
Act. The statements were issued in October 1975. 
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Vil 


OBSERVATIONS REPORTED IN ACCORDANCE WITH THE 
REQUIREMENTS OF SECTION 61(1)(a) to (f) OF THE FINANCIAL 
ADMINISTRATION ACT 


Section 61(1)(c) any appropriation was exceeded or was applied to a purpose or in a 
manner not authorized by Parliament 


Tek Overspending in one appropriation charged to another. Towards the end of 
the 1974-75 fiscal year the National Energy Board had exhausted the funds appropriated 
for its operations by Vote 50. However, the Energy Supplies Allocation Board, which 
operates under a different Vote, (51b), but under the same Minister, had more funds than it 
needed for the balance of the year. Instead of attempting to obtain additional funds 
through supplementary estimates, the National Energy Board arranged to have $90,000 of 
its operating costs charged to the operations of the Energy Supplies Allocation Board. 


The effect of this arrangement is to circumvent controls established by Parliament on 
these funds. 


Dad Irregular charges to an appropriation. The Department of National Defence 
charged posting loans to military attachés and advances to messes and canteens totalling 
$57,645 against National Defence Vote | in 1974-75 and reported the outstanding bal- 
ances of such items as accountable advances at year-end. Posting loans to military attachés 
are interest-bearing and repayable in not more than 36 equal monthly instalments and 
advances to messes and canteens are repayable within three years. The Accountable Ad- 
vances Regulations made by the Treasury Board under the authority of Section 31 of the 
Financial Administration Act permit the making of an accountable advance “‘...to a person 
who is charged with the carrying out of a departmental program...’’. In April 1975 we 
advised the Department that the charging of such loans and advances to its annual appro- 
priations was irregular, and the Department has agreed. 


We have been advised that the Department will seek authority for the establishment of a 
working capital advance account effective April 1, 1976, from which to make posting loans 
to military attachés and advances to messes and canteens. 


hd Working capital advances exceeded. When Parliament authorizes the estab- 
lishment of a revolving fund or working capital advance in an appropriation act it also sets 
the limit on the total advances that may be outstanding at any one time. During the year we 
noted the following cases where advances exceeded the amount authorized. 


(a) Post Office Vote 541, Appropriation Act No. 4, 1/954, 1953-54, c.67, authorized the 
operation of a working capital advance account with a limit of $1.5 million for 
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(b) 


(c) 


acquiring and managing material to be used in the manufacture of uniforms, satch- 
els and mailbags. At March 31, 1975, the balance of the account was $1.7 million 
which is $200,000 in excess of the authorized limit. 


The Department’s policy is to charge the advance account with the cost of materials 
purchased and credit the account on a monthly basis with the cost of materials 
issued to contractors for processing. However, at year-end all unused materials held 
by contractors not incorporated in finished products is brought back into inventory 
and re-charged to the advance account. 


Because of unexpected delays in deliveries of completed products by contractors and 
increased costs of materials, the value of materials at the contractors’ premises at 
year-end was unusually high, causing the advance account to exceed its authorized 
limit. 

The Post Office advised us that it has now improved its method of controlling 
materials in order to prevent a recurrence. 


The Canadian Government Photo Centre Revolving Fund of the National Film 
Board was established by Secretary of State Vote L90, Appropriation Act No. 3, 
1971, 1970-71-72, c. 46, to provide printing and processing services to government 
departments and agencies. The authorized advance to the Fund at any time is not to 
exceed $450,000. 


The accounts of the Fund show that the authority was exceeded during eight months 
of the year, and at March 31 the advance to the Fund was $535,730. 


The yearly volume of operations financed through the Fund has almost doubled 
since its inception four years ago, and the management’s representation to the 
National Film Board in 1974 to have the limit increased to $1 million has not been 
acted upon. 


The maximum amount that may be advanced at any time to Public Service Commis- 
sion Staff Development and Training Revolving Fund was increased to $2 million, 
effective April 1, 1974, by Secretary of State Vote L112b, Appropriation Act No. 4, 
1974, 1974-75, c.21. 


This authorized legislative limit was exceeded during two months of the year. In 
addition the Commission subsidized the Fund during a three-month period by 
temporarily charging expenditures totalling $1.3 million to its operating vote. The 
overrun and the subsidization of the Fund might have been avoided if the records of 
the Fund had been up to date and if the Commission had been more prompt in 
collecting amounts owing from government departments. The accounting for the 
Fund has since been reorganized and the Commission feels that a recurrence of this 
problem is unlikely. 
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Section 61(1)(e) there has been a deficiency or loss through the fraud, default or mistake 
of any person. 


7.4 Losses through the fraud, default or mistake of any person. Section 61(1)(e) 
of the Financial Administration Act requires the Auditor General to report annually to the 
House of Commons every case in which he has observed that there has been a deficiency or 
loss through the fraud, default or mistake of any person. 


Section 98(3) of the Act requires every payment out of the Public Officers Guarantee 
Account and the amount of every loss suffered by Her Majesty by reason of defalcations or 
other fraudulent acts or omissions of a public officer, together with a statement of the 
circumstances to be reported annually in the Public Accounts. In accordance with this 
requirement Volume I of the 1974-75 Public Accounts details such losses in Section 13. 
These are summarized as follows: 


Initial 

Number Loss Recoveries Net Loss 
GOINMUIICANOOS ener ate re eR SAG rede l $ 22,200 $16,113 $6,087 
EEN VITO NIMEN te eee ee ee ice sate nao See l 2,236 2,236 - 
FAT) 1 CO ee ere te Pete fs Sien, «ae ate ha 1 6,964 6,964 - 
Indian Affairs and Northern Development ............ l 700 700 - 
INationalsHealthrand) Welfares 2 ae 1 274 274 - 
National Revenue — 

GUstONs and EX CISC eet tr cee eae tr cet 3 417 a 417 

a KAtlON Yea eee EE ce ame eee ony te 2 701 - 701 
POS iCOm ene teen re estat aed ca cle ee A ies 87 150,895 53,709 97,186 
Solicitor General — 

Royal Canadian Mounted Police ...........000000... l 162 162 - 
BU NS OT area bales cs Neva wad oc tadnvoldvfenci suc iuaeat capitol 1 11,547 4,086 7,461 
NW CLCEATIFATL AILS Seen ee ee ree Meee ree eee cnt eet pgs 46 46 - 

100 $196, 142 $84, 290 $t11, 852 


Losses caused by default or neglect of postal employees are chargeable to the Post Office 
Guarantee Fund and losses suffered by reason of defalcations or other fraudulent acts or 
omissions of public officers in other departments are chargeable to the Public Officers 
Guarantee Account. During 1974-75 the amounts charged to the Fund and to the Account 
were $48,274 and $701 respectively. Although the Public Officers Guarantee Regulations 
require that Departments shall be reimbursed by the Account whenever possible before the 
close of the fiscal year in which the loss was suffered, the 1974-75 Public Accounts (page 
13.57) indicate that losses not charged to the Account at March 31, 1975, amounted to 
$154,416. Of this amount $140,451 is in respect of losses reported prior to April 1, 1974. 
Similarly losses incurred by the Post Office Department which have not been charged to the 
Post Office Guarantee Fund at March 31, 1975, amounted to $71,042. 


In the course of our examination, we have identified no further losses by reason of 
defalcations or other fraudulent acts or omission of public officers except for a few cases 
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which are still under investigation as at March 31, 1975, and are therefore not reported in 
the 1974-75 Public Accounts but will be reported when completed. 


In addition to losses involving public officers, there are inevitably, in the administration 
of the numerous and complex programs of the Government, some losses through the fraud, 
default or mistake of individuals outside the Public Service. These, when encountered in our 
test examinations, are brought to the attention of the administering department and, if 
significant, are commented on in our Report. Except for the case reported in the following 
paragraph, where responsibility has not yet been fully established, no significant loss of this 
nature was noted. 


TS Acceptance of forged cheques for postage stamps. As a result of fraudulent 
representations by unknown persons, postal employees were deceived into accepting two 
forged certified cheques in payment for postage stamps. Losses amounting to $40,000 and 
$48,000 occurred on December 7, and 10, 1974, at two separate locations. In both instances 
the authenticity of the cheques was not established as required by Post Office procedures 
which specify that certified cheques for large amounts presented by unknown persons must 
be verified by telephoning the banks concerned. 


On December 10, 1974, before these losses had been identified and after notification 
from one chartered bank that a scheme to defraud the Post Office had been discovered in a 
number of Canadian cities, the Department alerted all District Directors to guard against 
similar fraud attempts. The losses are being investigated by the Department. 


Section 61(1)(f) a special warrant authorized the payment of any money 


7.6 Governor General’s special warrants. Section 23 of the Financial Administra- 
tion Act provides for the use of special warrants for urgent expenditures, not otherwise 
provided for, while Parliament is not in session. 


The dissolution of the twenty-ninth Parliament on May 9, 1974, before full Supply for the 
year 1974-75 had been granted, necessitated recourse to Governor General’s special war- 
rants for carrying on government services until the new Parliament assembled on Septem- 
ber 30, 1974. A total of $3,616,713,472 was provided by eight special warrants: 


- $200,000,000 on May 22, 1974, providing for purposes of the Petroleum Products 
Compensation Program; 


- $542,800 on June 6, 1974, providing for Veterans’ Land Administration Program 
expenditures; 


- $14,319,000 on June 13, 1974, providing $12,819,000 for making payments to 
provincial milk marketing boards or agencies in respect of consumer subsidies on 
fluid milk and powder by the Agriculture Department and $1,500,000 for grants 
under the Pensions Program listed in the Main Estimates 1974-75 of the Veterans 
Affairs Department; 
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- $741,092,677 on June 27, 1974, providing for expenditures during July 1974; 
- $799,640,421 on July 25, 1974, providing for expenditures during August 1974; 


- $600,000 on August 21, 1974, providing for grants listed in the Main Estimates 
1974-75 of the Transport Department for the Canadian Transport Commission; 


- $897,335,289 on August 28, 1974, providing for expenditures during September 
1974; and 


- $963,183,285 on September 4, 1974, providing for expenditures during October 
1974. 


The amounts included in these warrants were subsequently included in Appropriation 
Act No. 3, 1974, 1974-75, c.2, assented to on October 30, 1974. 
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OTHER CASES THAT THE AUDITOR GENERAL CONSIDERS SHOULD 
BE BROUGHT TO THE NOTICE OF THE HOUSE OF COMMONS IN 
ACCORDANCE WITH SECTION 61(1) OF THE FINANCIAL 
ADMINISTRATION ACT 


8.1 Increased cost due to delay in accepting offer. On April 30, 1973, a property 
was Offered for sale to the Department of Agriculture for $50,000 to meet its requirements 
for additional space for agronomy research at the Melfort Research Station in 
Saskatchewan. 


The Department had the land appraised and after evaluating such factors as availability 
of water supply, proximity to the existing station and suitability of alternative sites, made a 
counter offer on August 9, 1973, of $36,000. On October 10, 1973, the vendor refused the 
counter offer and allowed his offer of $50,000 to remain open for an additional 60 days to 
December 10, 1973. 


In November 1973, after obtaining a further appraisal of $43,000, the Department 
reassessed the proposal, accepted the open offer subject to Treasury Board approval and on 
December 6, 1973, sought the Board’s approval, without informing it of the expiry date of 
the offer. Approval was obtained on January 10, 1974, at which time the vendor refused to 
sell at the original price. 


On September 30, 1974, the property was offered to the Department for $59,000 with the 
offer to remain open until December 31, 1974. The Department purchased the property for 
this amount, an increase of $9,000 over the original price. 


8.2 Departmental audit of missions abroad. Since 1964 (paragraph 85 in 1972) 
we have been drawing attention to the need for improvements in financial control at 
Department of External Affairs missions abroad, including the formation of a small internal 
audit group. Reference was made to the recommendation of the Public Accounts Commit- 
tee February 7, 1967, that the Department establish a small internal audit staff without 
delay to carry out periodic examinations of the financial transactions and related adminis- 
trative procedures at its embassies and missions abroad. 


Since 1967 only one employee has been performing a limited number of financial audits 
of missions as part of an operational audit group. 


Our 1972 Report noted that not more than 16 of the 108 financial reporting missions 
abroad had been visited annually by the auditor. By 1975 the number of such missions had 
increased by 11 per cent to 120, but the frequency of visits to missions by the auditor 
showed little change, amounting only to 10 1n 1973 and 15 in 1974. 


me) 


The frequency of examination of missions by the auditor has been substantially below the 
minimum set by Treasury Board Guide on Financial Administration which requires a visit 
to each responsibility centre every three years. 


The Department advises that it intends taking the necessary measures to strengthen the 
internal audit function. 


8.3 Payments for unused language training. During the year, Statistics Canada 
paid $211,000 to a language training school for courses to be given to selected personnel. Of 
this amount, $36,000 was paid under contract guarantee, for which no services were 
received, as the attendance of Statistics Canada personnel was below the guaranteed 
minimum. 


8.4 Improper charge to 1974-75 appropriations. Statistics Canada was designated 
as the representative department for the United Way Campaign of 1974 in the National 
Capital Region and given responsibility for planning, organizing, directing and co-ordinat- 
ing the appeal for funds within the Public Service. It is the practice of the Federal Govern- 
ment as the major employer to participate in the annual appeal by providing certain 
facilities and personnel. Responsibility for the Government involvement in the Campaign is 
rotated annually amongst departments. 


In the course of our audit we noted Campaign costs of $59,000 charged to the Statistics 
Canada appropriation with no specific provision to cover these expenditures. However, the 
Main Estimates did show that the Department of Supply and Services in its Administration 
Program is responsible for all aspects of the Public Service United Way Campaign. The 
Department has since advised us that they propose to revise their program description in 
the 1976-77 Estimates to show their responsibility for “‘certain”’ rather than “‘all’’ costs of 
the Campaign, namely salaries and some incidental expenses related to the permanent 
United Way secretariat. 


8.5 Irregularities in advertising expenditures. Expenditures in 1973-74 for recruit- 
ment advertising for the Department of National Defence totalled $1,159,000. Our exami- 
nation of these expenditures, not completed until February 1975 because supporting infor- 
mation was not available, disclosed irregularities which included: 


(a) In May 1973 the Treasury Board authorized the Department to spend approx- 
imately $877,000 for recruitment advertising during the fiscal year 1973-74, primar- 
ily through two advertising agencies. The Government Contracts Regulations state 
that the placing of an order for advertising of a promotional nature is a service 
contract and such contracts entered into with the approval of the Board may not be 
increased by more than 10% without further approval of the Board. Payments to the 
two agencies totalling $1,083,000, an increase of 23.5% over the amount of $877,000 
authorized by the Board, were made without obtaining the required additional 
approval. 
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(b) Invoices, dated March 1974 and totalling approximately $130,000, for printed mat- 
ter sub-contracted by one of the agencies were certified and paid from 1973-74 
appropriations. Credit notes cancelling these invoices and revised billings issued in 
July, October and November 1974 indicated that the goods and services were 
received after March 31, 1974, and this was confirmed by a test-check at the 
Department’s Publications Depot. Further, the sub-contractors’ invoices attached to 
the revised billings were dated as late as October 1974. Therefore, the certification 
given pursuant to Section 27 of the Financial Administration Act that the goods had 
been received was improper. 


The credit notes referred to above were improperly offset against 1974-75 expendi- 
tures instead of being credited to refunds of previous years’ expenditures. 


Our test-check with the Publications Depot disclosed two instances where the quanti- 
ties received were less than the quantities billed. As far as we can determine, no 
attempt is being made to reconcile quantities billed with quantities received. 


(c) Billings submitted by Information Canada for ‘‘Miscellaneous Little Jobs”’ totalling 
in excess of $34,000 were certified and paid without obtaining additional 
information. 


We advised the Department of these irregularities under dates of January 8 and Febru- 
ary 7, 1975. The Department concurs with our observations and has taken steps to improve 
the direction and supervision on all budgetary and financial matters in the responsible 
directorate and procedures for verifying deliveries before approval of invoices for payment 
have been strengthened. It does not expect recurrence of these problems. The Department 
also agrees that the credit notes should not have been offset against 1974-75 expenditures 
but it took no action to transfer approximately $130,000 to refunds of previous years’ 
expenditures. As a result the Department supplemented its 1974-75 appropriations in an 
equal amount. 


8.6 Revenue improperly credited to 1974-75 appropriations. Statutory authority is 
provided in the wording of some votes in the annual Appropriation Acts for the spending of 
certain revenues derived from the provision of services or facilities to the public or to 
another department as a part of the normal operations of a departmental program. 

The wording of National Defence Vote | provides “‘...authority to spend revenue, as 
authorized by Treasury Board, received during the year...”’ In July 1969 the Treasury Board 
authorized the Department of National Defence “‘...to credit to its Votes all income result- 
ing from the provision of goods and services except for the following items which would 
continue to be credited to the Consolidated Revenue Fund: 


a. contributions, fees or assessments on behalf of a pension, health or other plan where 
no specific arrangements exist for the disposition of such revenue, 
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return on investments and deposits, e.g. interest on advance payments, interest on 
loans and mortgages and, 


refunds of previous years’ expenditures, specifically, refunds received from contrac- 
tors after audit or adjustment of contracts and refunds of advance payments on 
contracts.” 


During the year we noted two specific instances where revenue credited to National 
Defence Vote | was not in accordance with Statutory or Treasury Board authorization. 


(1) 


(ii) 


In April 1968 the Department of National Defence obtained Treasury Board author- 
ity to enter into an agreement with an aircraft manufacturer in developing a twin- 
engined helicopter. The Department’s contribution to the manufacturer was to be 
$2.8 million. Payments of $1.5 million and $1.3 million were made in 1968-69 and 
1969-70. The agreement provided that the manufacturer would pay the Canadian 
Government $5,000 US. iMor)-each) aircraft, solds( after the: first? 75). ..untl the 
contribution of the Canadian Government made hereunder shall have been repaid.”’ 
Repayments under the agreement, which amounted to $79,000 in 1973-74 and 
$339,000 in 1974-75 have been credited to the appropriations. We advised the 
Department in April 1974 that in our opinion this revenue constituted a refund of 
previous years’ expenditure and, as such, must be credited to the Consolidated 
Revenue Fund. It is expected that repayments from the manufacturer will increase 
substantially in each of the next few years. If the Department continues to credit 
such revenue to its appropriations until the contribution is fully repaid, it will have 
had a total of $2.8 million available to supplement its appropriations. 


The Department views the revenue as being in the nature of a reimbursement for 
resources expended by the Department on the program and considers that none of 
the three exceptions specified by the Treasury Board in 1969 applies. 


The second case results from the Federal Government’s policy of recognizing the 
employer’s share of provincial health insurance plans in those provinces where costs 
are not paid by direct premiums. Payment of the employer’s share, a responsibility 
of the Treasury Board, is in the form of rebates to individuals on receipt of applica- 
tions once a year. In February and March 1974 the Department of National Defence 
made rebates of $2.6 million to members of the Canadian Forces and charged the 
payments to military pay and allowances. Although these rebates were made on 
behalf of the Treasury Board, the Department did not claim reimbursement from the 
Board until the following fiscal year with the result that military pay and allowances 
were overstated in 1973-74 by $2.6 million. The reimbursement obtained from the 
Treasury Board was credited to National Defence Vote | in 1974-75. In our opinion 
it should have been credited to the Consolidated Revenue Fund as a refund of 
previous years’ expenditure. 
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The Department considers that the medicare reimbursement should be credited to 
its appropriations to offset the payments made to Canadian Force members, even 


though the payments were charged to the expenditures of the previous fiscal year. 


The Department credited the amounts received in these two instances to Vote | because 
it does not consider them to be refunds of previous year’s expenditure stating that the 
Treasury Board letter of July 1969 requiring refunds of prior years’ expenditure to be 
credited to the Consolidated Revenue Fund applies “‘...specifically to refunds of overpay- 
ments received from contractors after audit or adjustment of contracts, and refunds of 
advance payments on contracts.”’ 


The Treasury Board policy applies to revenue that arises from the provision of goods and 
services. As neither of these transactions fall within that category the policy does not apply 
and the amounts should have been credited to revenue. 


8.7 Failure to adhere to the Accountable Advances Regulations. During 1973 and 
1974 our examinations carried out at Canadian Forces bases disclosed numerous payments 
of travel advances in excess of $500 from public fund imprest accounts and lengthy delays 
in settling claims, contrary to the requirements of the Accountable Advances Regulations. 
These Regulations, issued by the Treasury Board in December 1972 pursuant to Section 31 
of the Financial Administration Act, limit expenditures made from departmental bank 
accounts to $500, except for payrolls payable in cash, and require that all accountable 
advances be accounted for not later than 15 days after the purpose for which the advance 
was made has been fulfilled. In June 1974, in reply to our inquiries, the Department of 
National Defence indicated that compliance with the Regulations would be delayed pend- 
ing further study and that discussions were taking place with the Treasury Board. 


The Department has further indicated that agreement was reached with the Treasury 
Board in May 1975 whereby the Department would proceed as in the past, for the time 
being, and furnish justification for an easement of the provisions of the Regulations which 
limit an expenditure to $500 with a submission to the Treasury Board not later than 
December 31, 1975. 


As at March 31, 1975, outstanding advances to individuals in excess of $500 totalled 
more than $500,000, including one advance of $12,000, and approximately $22,000 of 
these advances had been outstanding six months or more. One example of delay in account- 
ing for advances disclosed by our examinations was an advance of $80,000 made in May 
1974 for a group tour. The tour was completed in June but final settlement of the advance 
was not made until October. 


While the Department considers that the delay in accounting for the advance of $80,000 
was an isolated case, it agrees that advances are not being accounted for within the period 
specified in the Regulations. It had been the Department’s view that an advance was 
accounted for once the member had submitted his claim even though final settlement of the 
claim may have been delayed to a later date for administrative reasons. It now intends to 
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amend its Orders to require the refund of any unexpended balance of an advance at the 
time a claim is submitted. We have not determined whether this amendment to the Orders 
will result in settlement within the period specified in the Treasury Board Regulations. 


8.8 Shortfall in interest earnings of the Canada Pension Plan Account. The 
Canada Pension Plan, R.S., c. C-5, provides that contributions required to be made by 
employees, employers and the self-employed be paid into the Consolidated Revenue Fund 
and be credited to the Canada Pension Plan Account. The Department of National Rev- 
enue is responsible for the collection of the contributions. The present practice is to credit 
the Account in accordance with a schedule of estimated daily collections. Subsequently, 
when the actual amount of collections for a calendar year is ascertained by the Department, 
the difference is adjusted. In 1973 the aggregate of the daily transfers to the Account was 
short of actual collections by $14.9 million, which was only transferred on December 2, 
1974. 


Section 112(2) of the Canada Pension Plan provides that: 


Interest shall be credited to the Canada Pension Plan Account on the last day of each month, 
calculated at such rate on the average daily operating balance in the said Account for the 
preceding month as the Minister of Finance may fix. 


The Plan makes no provision for adjusting the amount of interest if actual collections vary 
from the estimated amount credited to the Account. The shortfall in interest earnings can be 
substantial, as was the case when the adjustment of $14.9 millions for 1973 collections was 
made approximately 11 months after the end of the year. Interest should be computed on 
any adjustments and the Account adjusted accordingly. 


8.9 Overpurchase of tobacco stamps. In November 1973 the Department of 
National Revenue — Customs and Excise decided to discontinue supplying excise duty 
stamps to tobacco manufacturers and to make the manufacturers responsible for the design, 
procurement and control of stamps in accordance with revised departmental regulations. 
The target date suggested for official implementation was July 1, 1974, which was subse- 
quently delayed to September 30, 1974. 


On February 4, 1974, the Department of Supply and Services entered into a contract with 
a company on behalf of Customs and Excise for printing and supplying tobacco stamps for 
the six months beginning April | and ending September 30, 1974, at a cost of $330,000. 
The contract stipulated that there should be no increase in the total liability of $330,000 for 
any cause whatsoever unless prior approval was obtained from the Printing Products 
Branch of the Department of Supply and Services. It also provided for flexibility by making 
it possible to order a smaller quantity of stamps than the maximum amount noted in the 
contract. 


As a result of deficiencies in commitment control records, Customs and Excise purchased 
$112,000 of stamps over and above the contract amount without the involvement of Supply 
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and Services. This over-purchase later proved to be in excess of departmental requirements 
inasmuch as $197,000 of stamps were subsequently destroyed. 


Based on the opinion of their Legal Services Branch, Customs and Excise has advised us 
that no recovery action will be taken regarding the payment in excess of the $330,000 
contract limit and that the contract will be retroactively amended to provide for this 
additional purchase of stamps. 


8.10 Surplus inventory of spirit age labels. Spirit age labels are purchased by the 
Department of National Revenue — Customs and Excise on the basis of past usage and 
future demand requirements estimated by the distilleries, and are sold to individual distill- 
eries. The selling price is intended to recover the direct costs of the labels sold. 


In March 1974 the Department ordered 100 million labels for the year 1968 at a cost of 
$141,120. The terms of the contract provided that delivery could be for a smaller quantity 
than was ordered. The status of this contract is as follows: 


Quantity Cost 

IC ADEISTOCH VOLO paver aney © bocters, Nias Mine catinerte, tesa ceete ete 98,000,000 $ 138,298 

Issuessionthe yearended March 3:1, 1975: acccstccc ccczcseseentese teens 63,922,000 90,316 

34,078,000 47,982 

rol ccted muciire: Geman yy cttw ee ee Pk cre rece rte 6,000,000 8,467 

Prove Cle G SUTPIUS IMVENCOLY ter ee etree eo cadre cere ees 28,078,000 $ 39,515 
Analysis of projected surplus inventory: 

OV erestin ater VCs Ute ties mee rs eee ste ce ee ee arate 21,864,000 $ 30,770 

Excess Purchase atic 9 my cvieanbersatseest us om creme 6,214,000 8,745 


28,078,000 S39 513 


The supply of these labels is a service to distilleries as they are not used to control excise 
duty revenue. The costs recovered should include any surplus inventory which was pur- 
chased because of overestimates by the distilleries. This is not now being done. 


8.11 Irregular contracting and payment procedures. In the three-year period end- 
ing March 31, 1975 the Department of National Revenue — Customs and Excise made the 
following payments to a local contractor for removing and storing furniture in the National 
Capital Area: 


DIAG D he ote eh tt Bee ot coer ther Pare ne hae) $ 89,000 
Od SO: RNR Be RO de Re Th GT Nehre e R ene Stee 101,000 
LDF [Saya Ae neat ee coh eg ee eran eR 20,000 


Thy 


Contrary to Government Contracts Regulations, tenders for these services were not 
invited and Treasury Board approval was not obtained. Many of the contractors’ invoices 
were supported by purchase orders prepared subsequent to the receipt of the invoices. The 
records maintained with respect to the movement and storage of furniture were generally 
not retained by the Department. Those that were available for our examination were 
inadequate. 


8.12 Increasing rental accommodation costs. In previous Reports (paragraph 186 
in 1972) we drew attention to the continuing escalation in the rental outlay of the Depart- 
ment of Public Works. We expressed the opinion that costs are likely to be higher than 
necessary as long as the Department must absorb rental costs out of its own appropriations 
while the choice of accommodation rests with the client departments. 


The following comparison of rental costs for the past six years indicates the upward trend 
and reflects in part the growth in government, inflation and decentralization: 


National 

Capital Area Elsewhere Total 
16S 1O tase rara en che ieee k Ueeens aM eters tate $ 20,824,000  $ 19,019,000 $ 39,843,000 
1 SEO ep Wee RAR retiree rd AERO Oe Me eee cme re Ree 22,757,000 21,294,000 44,051,000 
Lal Ws ee or Bi ae eager Nee ts ly Ra le 28,857,000 27,941,000 56,798,000 
LE PI) SAO rwr Ae Oars ahs LNs sel MRA GOO re 34,976,000 35,172,000 70,148,000 
|e Fe i eee eee and Oar Ran eS ne ed 38,736,000 44,049,000 82,785,000 
LO ae ease ee Src oh RAIN) I Oe ae dee 42,973,000 57,045,000 100,018,000 


In 1970 the Public Accounts Committee noted the increasing costs of rentals by the 
Crown and recommended in a Report to the House of Commons that accommodation costs 
be made a charge to each department’s appropriations, rather than have the Department of 
Public Works assume the costs. Again in 1974 the Committee in its First Report to the 
House, dated November 14, 1974, noted that: 

In its First Report, 1970-71, presented to the House of November 26, 1970, the Committee 
noted the increasing costs of rental by the Crown and had recommended that accommoda- 
tion, repair and damage costs be made a charge to each department’s appropriations, rather 
than have the Department of Public Works assume the costs. The Committee was of the 


opinion that this change would make departments willing to seek more modest accommoda- 
tion in an effort to keep their estimates within reasonable bounds. 


The Committee went on to repeat its recommendation from its 1970-71 Report. On April 1, 
1975, the Department of Public Works began charging departments and agencies for 
tenant services. 


In December 1973 and agains in April 1975 the Department of Public Works submitted 
recommendations to the Treasury Board that program departments be required to pay to 
the Department a rate for accommodation occupied and a fee for professional services 
rendered, both on the basis of market equivalents, and that the Department be required to 
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finance its operations out of the revenue so generated. We have been advised that the 
subject is under consideration by the Privy Council as part of an overall study of cost 
recovery for services provided by common service agencies within the government. 


8.13 Cost of unfinished leased accommodation. In March 1974, the Department of 
Public Works invited tender proposals for the rental of office accommodation for the use of 
various Government departments. The invitation was restricted to those office buildings in 
the National Capital area where work on the building had progressed beyond the exca- 
vation stage. Tenders were accepted effective July 1974 for the lease-purchase of a large 
two-tower complex and for lease agreements covering six other new buildings. 


Under the general terms of the tender proposals the Department was to provide layouts 
for construction purposes not later than eight weeks after acceptance of the tenders, subject 
to each building being sufficiently advanced in construction for the layouts to be acted 
upon. Each lessor agreed to prepare the premises in accordance with the approved construc- 
tion layouts provided by the Department with occupancy to begin not later than 16 weeks 
after receipt of the layouts and to continue at the rate of two floors per week to total 
occupancy. If the layouts were not available on time and if the space was otherwise ready 
for occupancy, including acceptance of all building systems, the Department was committed 
to payment of full rental as of completion of the above occupancy schedule. 


In many instances the lessor had brought the floor space to the point of readiness for 
occupancy prior to acceptance of the building and before the layouts to meet the require- 
ments of the prospective tenant departments were completed. Consequently rent was paid 
for space which was still unfinished pending completion of partitioning, etc. 


To March 31, 1975, rental costs for unoccupied space leased under the terms of this 
tender call amounted to $487,000 and will probably amount to an additional $4.5 million 
during 1975-76 before all leased space becomes fully occupied. Of the $4.5 million, approx- 
imately $3.6 million is in respect of the lease-purchase option agreement and presuming the 
option is to be exercised, includes a small unspecified element of purchase cost. 


8.14 Cost of unused accommodation. The following comments relate to instances 
where Crown-owned or leased accommodation was not used. 


(a) Winnipeg. In April 1970, Treasury Board gave approval to construct a building for 
the Canadian Grain Commission operations. It was originally anticipated that the 
building would be ready for occupancy in 1972 and that an extension of the existing 
lease for a short period might be negotiated. However, renewal of the lease which 
expired on December 31, 1970, could not be obtained for less than five years. This 
the Commission accepted, along with the risk of payments for vacant space. 


The Department of Public Works offered assistance in sub-leasing the premises to be 
vacated but subsequent labour strikes delayed completion of the new building 
beyond 1972 and an occupancy date could not be determined. As a result, firm 
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(b) 


(c) 


occupancy commitments for the existing premises could not be offered to prospective 
tenants so that when the Canadian Grain Commission finally moved into the new 
building in June 1973, sub-leasing arrangements for the vacated premises had not 
been made. It was then agreed by the Department of Public Works and the Commis- 
sion to seek a quit-lease settlement. Terms of this settlement could not be agreed on 
and negotiations with the landlord broke down in February 1974. 


In May 1974, arrangements were made for a federal department to occupy the 
vacated space and the existing lease was cancelled effective November 30, 1974. The 
rental paid by the Commission for the unused accommodation amounted to $272,- 
000, of which $137,000 was paid during 1973-74 and $135,000 during 1974-75. 


Fort Simpson. On May 30, 1974, the Department of Public Works, with Treasury 
Board approval, entered into a five-year lease for nine one-bedroom suites in Fort 
Simpson, Northwest Territories, with rental beginning June 1974 at a cost of $27,- 
000 per year plus utilities and tax increases. 


The Department of Health and Welfare advised Public Works in August 1974 that, 
due to changes in projected population increases, its estimated requirements were no 
longer valid and the nine suites would not be needed. The lease could not be 
cancelled and other departments didn’t need all the space. The rental (including 
utility costs), less sublet recoveries, amounted to $21,000 from June 1, 1974, to 
March 31, 1975. The cost to the Department of Public Works for this unused 
accommodation during the five years could amount to $150,000 if the Department is 
unable to use the accommodation to meet possible future needs of other client 
departments. 


The Department of Public Works has advised us that client departments will be 
requested to provide more timely information regarding changes in Northern hous- 
ing requirements. 


Halifax-Dartmouth. The Department of National Defence controls approximately 
1,800 married quarters, including Crown-owned dwellings and “‘bulk-leased”’ hous- 
ing units in the Halifax-Dartmouth area. The vacancy rate for the Department’s 
quarters, at February 28, 1975, was in excess of 13% whereas the average vacancy 
rate for accommodation in the area was 1.5%. The high vacancy rate in the Crown- 
owned dwellings is due in part to the need for repairs and refurbishings. In the 
leased projects the vacancies are attributable to various factors such as water infil- 
tration, lack of storage space and laundry rooms, low voltage electrical service and 
the refusal by many persons to rent propane gas serviced units. 


The total cost to the Department in 1974-75 for rent and taxes on the unoccupied 
leased units was $129,000 and the revenue lost due to vacancies in the Crown-owned 
accommodation was approximately $85,000. 
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8.15 Suspension of the new pay system. During the late 1960’s the Services compo- 
nent of the Department of Supply and Services, formerly the Office of the Comptroller of 
the Treasury, developed a plan to replace a variety of payroll systems in a large number of 
paying offices with a centralized computer system to cope more effectively with the growing 
size of the public service, the imminent introduction of collective bargaining and the 
increasing demand for more employee information and statistics. 


The Treasury Board approved the plan in principle and a task force comprising staff from 
the pay and computer areas, worked on the project for the next four years. Many problems 
were encountered and the demands, including external demands on the proposed system 
became more complex than originally envisaged. In February 1974 a limited number of 
employees’ accounts were converted to the system on a trial basis, with more accounts being 
added until the number reached 4,800 in August 1974. The large number of errors encoun- 
tered in both the input documents and the output results, made it evident that the system as 
presently designed was unworkable and in November 1974 the project was ordered sus- 
pended. The estimated direct cost of the project to that time was $3.8 million excluding the 
cost of a computer acquired for the project which has been applied to current pay process- 
ing and other applications. 


A number of studies of alternatives were launched immediately which eventually con- 
cluded that a decentralized approach would be more manageable and would better serve 
the intended purposes. The Department believes that the standardized input/output proce- 
dures and documentation and many of the processing design concepts developed for the 
system will be carried forward to the new projects. 


8.16 Defence Production Revolving Fund — Overstatement of inventory value. In 
anticipation of a domestic shortage resulting from the world oil crisis in 1973, the Defence 
Production Revolving Fund purchased 26 million gallons of fuel oil at a cost of $20.8 
million, including transport, storage and other costs. In 1974-75 the Fund sold approx- 
imately 19 million gallons of this oil to various Government departments at the market 
price prevailing at the time of delivery which was considerably lower than the original cost. 
The resultant loss of $11.2 million incurred by the Fund is reflected in its statement of 
operations for the year ended March 31, 1975. 


The inventory of oil on hand at March 31, 1975, is shown at a cost of $5 million on the 
balance sheet of the Fund at that date. However, generally accepted accounting principles 
require inventories to be valued at the lower of cost or realizable value. If these principles 
had been followed the value of this inventory would have been approximately $1.9 million. 
Our report to the Minister of Supply and Services on the examination of the Fund’s 
accounts for the year ended March 31, 1975, was qualified because the inventory is re- 
flected in the financial statements of the Fund at a value which is $3.1 million in excess of 
realizable value. 
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The Department has advised us that test-checks will be instituted to determine whether 
inventory devaluation adjustments are significant and therefore necessary, and that they 
will observe the accepted accounting principles in valuing inventories to ensure more 
accurate statements in the future. 


8.17 Allowances being paid to non-eligible veterans. The War Veterans Allowance 
Board established under the War Veterans Allowance Act, R.S., c. W-5, may award an 
allowance to an eligible veteran described in the Act in the following terms: 


31. (3) A Canadian veteran of World War I or World War IJ is any former member of His Majesty’s 
Canadian forces 


(a) who served during World War I or World War II, and 


(i) _ served in a theatre of actual war, 

(ii) is in receipt of a pension for injury or disease incurred or aggravated during his service in such forces or is 
declared to have been eligible for, or awarded, such a pension subsequent to his death, or 

(ili) has accepted a commuted pension 


31. (10) For the purposes of this section ‘‘commuted pension”’ means a final payment under the Pension 
Act in lieu of annual pension in respect of a disability rated at five per cent or more of total disability, or a 
similar or analogous final payment under the laws relating to the forces with which the veteran served. 


The War Veterans Allowance Act, originally passed in 1930, has been amended from 
time to time. The 1945 Annual Report submitted to Parliament by the Department of 
Veterans Affairs interprets the Act then in force as follows: 

the Act provides that the veteran must have served in a theatre of actual war or, if he did not 


so serve, be in receipt of a pension or have received a final payment in lieu of same for a 
disability of 5 per cent or more. 


In 1952 the House of Commons amended the pertinent section of the Act to describe an 
eligible veteran to read as it currently does in section 31. (3). There was no indication that it 
was Parliament’s intent that the Board change its original interpretation or application by 
this amendment. 


From 1945 until 1970 the Board’s interpretation of the provisions of sections 31. 
(3)(a)(in) and 31. (10) was that a member of the Canadian Forces who did not serve in a 
theatre of actual war but had received a commuted pension as a final payment in respect of 
a disability of less than 5% was not eligible to receive War Veterans Allowance. Such final 
payments are referred to in the Pension Act, R.S., c. P-7, as assessments being Class 21. 


On August 23, 1972, the Chairman of the War Veterans Allowance Board wrote to the 
Chairman of the Canadian Pension Commission, and posed the following question: 


Is a person in receipt of a Class 21 award considered to be in receipt of a pension for an injury 
or disease incurred or aggravated during his service? 


The reply from the Chairman, Canadian Pension Commission, states: 


Insofar as the Canadian Pension Commission is concerned, the answer is ‘‘yes’’. This is 
because the definition of pension includes “‘final payment’’. Final payments are made where 
the disabilities are assessed at less than 5%, and the Pension Act refers to such assessments 
being “Class 21”’. 
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As a result of this exchange of correspondence, the War Veterans Allowance Board 
reconsidered the interpretation being applied and decided that the definition of ‘‘com- 
muted pension”’ contained in Section 31.(10) has no application whatever to Section 
31.(3)(a)(i1) of the Act, in view of the fact that the word “‘commuted”’ does not appear in 
31.(3)(a)(ii). The Board, therefore, ruled that those veterans who received a final payment 
for a disability rated at less than 5% under the Pension Act could be eligible to receive 
Allowances under the War Veterans Allowance Act. 


During 1974-75 we examined some 1,800 of approximately 12,000 recent awards made 
to veterans by the War Veterans Allowance Board. Our examination disclosed that 22 
awards, the annual current payments of which would total $58,000, were contrary to the 
provisions of the Act as they were made to former members of the Canadian forces who did 
not serve in a theatre of actual war but received a “‘final payment” under the Pension Act 
for disabilities rated at less than 5%. 


The following are examples of the awards in question: 


(a) A single veteran who served only in Canada 1942-46 and received a final payment 
in respect of a 2% disability, was granted an allowance with effect from January 
1974. The veteran is being paid $195.91 per month plus a monthly assistance 
supplement of $40.00. 


(b) A married veteran who served only in Canada 1939-45 and received a final payment 
in respect of a 1% disability, was granted an allowance with effect from November 
1973. The veteran is being paid $333.86 per month plus a monthly assistance 
supplement of $16.94. 


8.18 Crown monies being used to repay debts due to the Crown and to others by War 
Veterans Allowance recipients. Section 3(1) of the War Veterans Allowance Act, R.S., c. 
W-5, provides for the payment of allowances to eligible veterans, widows and orphans. A 
schedule to the Act fixes the monthly allowance payable to each class of recipient that will 
produce a total predetermined annual income, including allowances. 


In December 1973 the War Veterans Allowance Board introduced a new policy with 
respect to the assessment of income in arriving at the allowance payable, which reads as 
follows: 


Where an applicant or recipient has assessable income that is, in whole or in part, attached or 
withheld in satisfaction of any claim against him by order of a court of law or under authority 
of the Financial Administration Act, or any other act, VADA [Veterans Allowance District 
Authority] shall only assess as income the net amount received by the applicant or recipient 
after exempting the portion attached or withheld. 


9 


Section 13(1) of the War Veterans Allowance Regulations state that ‘“‘income”’ means 
net income from all sources. This section also lists specific types of income which are not to 
be included in the determination of assessable income but it does not provide for deduc- 
tions such as were introduced in the new policy. 
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During the year we noted numerous cases where the Board, after giving effect to the new 
policy, had increased allowances to veterans or their dependants to compensate them for 
amounts withheld from assessable income in satisfaction of a debt. 


Such debts arose, for example, from income tax arrears, duplicate issuance of pension 
cheques which had been cashed by the pensioner, and overpayments of pension caused by 
delays in discovering a change in marital status. In these cases, the Board increased the 
amount of allowances paid to the recipients by the amount withheld from their income in 
repayment of the debts. 


In one instance the Board not only increased the allowance to compensate the recipient 
for future monthly deductions from his pension income in repayment of past pension 
overpayments, but also paid him a lump sum to adjust his allowance retroactively as if his 
actual pension had been paid at the reduced rate in previous years. 


It is evident from the cases noted that the new policy results in veterans or their depen- 
dents being subsidized by the Crown in order to repay debts due to the Crown and to 
others. In the opinion of the Board it would not only be improper but illegal to assess as 
income, monies which an applicant or recipient is not receiving. We do not agree that this 
interpretation is consistent with the intent of the Act and the Regulations. 
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Ix 
SPECIAL AUDITS AND INQUIRIES 


2 | The Special Audits and Inquiries Branch of the Audit Office was established 
to initiate and conduct studies of a government-wide or subject nature broader in scope 
than the normal day-to-day audit activities. It operates on a project basis and uses internal 
staff supplemented as necessary by industry or government specialists or by professionals of 
other disciplines. Separate terms of reference, with emphasis on determining the adequacy 
of the systems of internal control, are developed for each project. Certain projects now 
under way or being considered for the current year include the following: 


¢ Grants and contributions 

* Payroll systems 

* Central cash management 

* Travel and removal expenses 

¢ Economic indices used in financial management 


* Application of Manufacturers’ Sales Tax 


9.2 Financial Management and Control Study. One of the two principal projects 
described in this section last year is the government-wide study of financial management 
and controls. The findings and recommendations of this first major study are summarized in 
Part X and the complete report is contained in the Supplement to this Report. 


9.3 Imported Oil and Petroleum Products Compensation Program. The other 
major project is the inquiry into the administration of expenditures under the Imported Oil 
and Petroleum Products Compensation Program. This assignment was undertaken at the 
request of the Governor in Council under the provisions of Section 62 of the Financial 
Administration Act. 


9.4 The Program was implemented during the first quarter of the 1974 calendar 
year to cushion the economy from the impact of the rapid increase in the price of foreign 
crude oil used in Canada. It was administered by the Department of Energy, Mines and 
Resources under authority of Vote 11(b), Appropriation Act No. 1, 1974, until October 31, 
1974, when, on the authority of Vote 52(a) of Appropriation Act No. 3, 1974, it was 
transferred to the Energy Supplies Allocation Board which reports to the Minister of 
Energy, Mines and Resources. 


The Program provides compensation to oil importers for increases in certain elements in 
the cost of imported crude oil and petroleum products, the main one being increases on or 
after December 1, 1973, in taxation by governments which are members of the Organi- 
zation of Petroleum Exporting Countries (OPEC). In return, the claimants agree to restrain 
wholesale prices in accordance with government guidelines. 
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Appropriations during the period covered by this report totalled $1,405 million of which 
$240 million was provided for in the 1973-74 fiscal year and $1,165 million for the fiscal 
year ending March 31, 1975. Expenditures actually incurred from the inception of the 
Program totalled $1,319 million of which $157 million was paid in 1973-74 and $1,162 
million in 1974-75. 


oS In our second report to the Governor in Council dated September 17, 1975, 
we noted that all compensation payments are on a provisional basis until the extent and 
retroactive effect of the host government participation in the producing countries has been 
determined. An additional factor that has prevented finalizing the claims is the change 
made by the Energy Supplies Allocation Board in the basis of calculating the compensation 
for increased freight cost which will apply to all claims. 


Based on our review of the claims, procedures, and controls, we reported that we were 
satisfied that provisional payments to March 31, 1975, were properly processed and were in 
conformity with the applicable legislation, regulations and guidelines. 


9.6 With respect to the audit of price restraint we noted that the objective of the 
Program is to cushion Canadian consumers of imported petroleum products and product 
derived from imported crude from price increases otherwise necessary to recover the large 
increases in producer country taxes and participation that occurred on or after January |, 
1974. Canadian consumers had experienced significant price increases during the second 
half of 1973 as a result of increases in posted prices and the reduction by the oil companies 
of discounts off posted prices. 


On September 4, 1973, the Prime Minister, as part of the Government cost-of-living 
measures, requested voluntary oil price restraint. This request was directed to all producers, 
refiners, importers, jobbers and other wholesalers, and related to all crude oil and conden- 
sate produced anywhere in Canada and on motor gasoline and most products in the middle 
distillate category including stove oil, kerosene, home-heating oil and diesel fuel, for con- 
sumption in Canada. This price restraint applied except where the Minister was satisfied 
that increases in the cost of imported oil warranted a passing on of such increases to 
Canadian consumers of this imported oil. 


On January 31, 1974, the Minister issued a further statement requesting that the freeze 
be continued until April 30, 1974, and extended to all product prices in Canada with 
certain exceptions such as lubricating oils. The Minister also stated that product prices 
would be frozen at levels prevailing in January 1974; that 1s, prices were not to reflect the 
increased tax cost averaging about $4.00 per barrel imposed by the oil producing countries 
on January |, 1974. This action gave rise to the Compensation Program. 


Our first report, dated October:15, 1974, expressed the view that greater attention should 


have been given at an earlier date to developing and maintaining a comprehensive program 
to audit price behaviour. Officials of the Department of Energy, Mines and Resources and 
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of the Energy Supplies Allocation Board have now taken steps to establish such a capability 
and during our audit we examined company records in co-operation with officials from both 
the Department and the Board. 


We reviewed oil company price behaviour in the nine months ending September 30, 
1974, and also in the latter part of 1973 so as to gain a market perspective. The data 
collected was analyzed to determine whether prices during the period in which compensa- 
tion was being paid exceeded price levels prevailing in January 1974, adjusted for allowable 
non-crude cost increases. Nothing of significance has come to our attention that would lead 
us to believe that price behaviour during the period under review in 1974 was not in 
accordance with the guidelines. The Energy Supplies Allocation Board plans to conduct a 
review of product price realizations subsequent to September 30, 1974, and we plan to 
examine the results. 
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xX 
FINANCIAL MANAGEMENT AND CONTROL STUDY 


10.1 In 1974, my staff, strengthened by partners and staff provided by 16 Cana- 
dian firms of chartered accountants, began an intensive review of financial management 
and control within the Government of Canada. 


As described in my 1974 Report, the study aims at dealing with the Audit Office’s 
concern about the adequacy of the systems and controls in departments and agencies for 
which I have audit responsibilities. 


This chapter sets out the findings in brief form. A fuller appreciation of their significance 
can be gained by a study of the Supplement to this Report, the first supplement to a report 
of an auditor general. This contains the background and the findings reported in late 
summer 1975 to the central government agencies with overall responsibility for financial 
management and control. 


An appendix to the Supplement contains brief statements of recommendations and 
observations made to senior officials following examination of their individual departments, 
together with their responses. 


10.2 Evaluation of financial and internal accounting systems and controls forms an 
integral part of the contemporary approach to auditing since it governs the nature and the 
extent of all other audit tests. The Audit Office devoted a substantial portion of its resources 
to this evaluation in the last year because I was aware that the findings would be a major 
factor in determining the scope and nature of my staff’s audit work in the future. It is 
emphasized that the study did not disclose any frauds or misappropriations of public funds, 
nor was it designed to do so. However, it did disclose opportunities for such abuses. 


10.3 The study leads to one clear conclusion: the present state of the financial 
management and control systems of departments and agencies of the Government of 
Canada is significantly below acceptable standards of quality and effectiveness. 


It is evident that our audit tests must increase substantially unless the government acts 
promptly to apply remedies. An increase in audit tests, however, is not a substitute for 
adequate financial management and control. With this in mind, I adopted the practice of 
providing responsible government officers with the findings of the study as early as possible 
so that they could initiate action to remedy deficiencies without waiting for my Report to be 
made public. 


10.4 Among the findings: 


- the Treasury Board Secretariat has taken significant steps in the past two years but 
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much remains to be done for it to discharge adequately the Board’s statutory 
responsibilities for financial management and control in the government; 


- financial reports provided to departments by the Department of Supply and Services 
have not attained the quality and timeliness that departments require, and as a 
result there is substantial duplication by departmental accounting and reporting 
systems; 


- departments have not utilized in the most effective manner the increased authority 
given to them in financial matters through the changes in the Financial Administra- 
tion Act in 1969; 


- financial information in the Estimates and the Public Accounts could be improved 
significantly so that Parliament and the public are more adequately informed as to 
the use of funds appropriated; 


- despite extensive time and effort by management at all government levels, depart- 
mental budgets are not explicit enough to provide a sound basis for controlling 
managerial performance; 


- although budgetary control systems satisfy the legal restriction against over-spend- 
ing of appropriations, they do not show managers whether the intended purposes 
have been attained by relating clearly stated objectives to explicit benefits measured 
quantitatively whenever possible; 


- weaknesses in financial controls often result in unreliable financial data and leave 
departments exposed to the possibility of fraudulent actions; 


- the scope and quality of internal audits, which might expose deficiencies, could be 
substantially improved; 


- there are widespread shortages of staff with appropriate training in financial control 
systems; 


- duties of financial staff in many departments and agencies have been interpreted in 
such a way that important areas for financial control are not adequately covered. 


10.5 Recommendations in this Part are primarily directed to matters that apply 
across the government service. The specific matters that heads of departments and agencies 
may take action on, without central agency involvement, have been reported separately to 
them. 


The emphasis on actions and on studies that need to be undertaken by central agencies, 
as well as proposals to facilitate such action by clarifying central responsibilities, should not 
be construed as detracting in any way from the primary responsibility of deputy heads for 
financial management and control within their departments. Although it must be concluded 
that deputy heads have neglected this important aspect of their responsibilities since 1969, 
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when statutory responsibility devolved upon them, it is encouraging for me to report their 
positive responses to recommendations listed in the appendix to the Supplement. 


Nevertheless adoption of the United Kingdom practice of designating deputy heads as 
accounting officers for the appropriations of their departments, a recommendation of the 
Independent Review Committee, would serve to emphasize their primary accountability to 
Parliament for the public funds placed in their stewardship, as well as their accountability 
to the prime minister who appoints them and to the government on behalf of which they 
administer. 


The Supplement contains the full range of shortcomings and weaknesses disclosed by the 
study, and proposes possible courses of action to remedy them. It also describes in some 
detail how the various government financial processes work. It is printed in full since I 
deemed it important that all the information be available to the House of Commons. 


This Part contains the more significant findings concerning deficiencies and repeats in 
entirety the recommended courses of action. To facilitate locating material in the Supple- 
ment, chapter and paragraph numbers are cited. 


Estimates and Public Accounts (Chapter I) 


10.6 Estimates (paragraphs 2.1 to 2.35) — Changes in the form of the Estimates 
over the last 10 years have seriously reduced the effectiveness of Parliament’s control over 
government expenditure, because the reduction in the number of votes and the broadening 
of the vote wording which took place was often not accompanied by appropriate supporting 
information. For example: 


- reducing the number of votes and making the wording more general gave manage- 
ment greater flexibility but the loss in Parliamentary control was not offset by 
activity information which more adequately disclosed program costs; 


- descriptive content rarely satisfies Treasury Board’s own criteria for program objec- 
tives which would be meaningful to Parliament; 


- narrative information provides insufficient indication as to what those involved in 
the programs actually do, who benefits, or the precise results sought. 


It is unlikely that any rigidly uniform system of presentation can be developed to answer 
the needs of Parliament in all cases. The present Estimates demonstrate that a significant 
loss of information results when standardization is carried too far. In making the changes 
Treasury Board, while attempting to improve the previous presentation, appears to have 
given insufficient attention to financial control. 


Present practices lead to uncertainty concerning the nature of the expenditures that 


appropriations are intended to cover. It is therefore difficult for my Office to discharge the 
responsibility assigned to me in Section 61(1)(c) of the Financial Administration Act — 
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namely, to call attention to every case where “‘any appropriation was exceeded or was 
applied to a purpose or in a manner not authorized by Parliament”’. 


A comprehensive study of the form of the Estimates, and the information submitted by each 
department and agency in support of appropriation requests, is required to determine changes 
needed to achieve better disclosure, as well as better control by Parliament and by the govern- 
ment of departmental spending in relation to the appropriations granted. (2.35) 


10.7 The Public Accounts (paragraphs 2.36 to 2.46) — Any changes that may result 
from a study of the Estimates will automatically improve the Public Accounts, but other 
improvements could be made to the latter. For example: 


- anyone not intimately familiar with the content of these volumes and the location of 
material in them is likely to find them difficult to use; 


- much expenditure information is repetitive; and 


- information in the Public Accounts does not parallel the Estimates structure closely 
enough to maintain adequately the government’s accountability to Parliament. 


The form of the Estimates is the basis for establishing the accountability of government, 
and inconsistencies between the Public Accounts and the Estimates should be corrected. In 
addition, since the Public Accounts deal with what has actually taken place, they should be 
capable of presenting information in a more precise form than Estimates which deal with 
prospective events. Activity information provided in summary form in the Estimates should 
be presented in greater detail in the Public Accounts, together with non-financial data 
showing what results have been achieved. 


While the Public Accounts should contain data beyond that in the Estimates, neverthe- 
less the two documents must be closely co-ordinated. A more adequate and consistent 
accounting would be rendered to Parliament if a single central agency were responsible for 
the form of the Estimates and the Public Accounts. This would ensure that: 


- appropriations and supporting detail in the Estimates are structured in a manner 
permitting an adequate accounting subsequently; 


- detailed accounting information is available to support Estimates requests before 
changes are introduced through the Estimates; 


- analytical material in the Public Accounts is related to that submitted in support of 
the Estimates; and 


- the two documents provide a consistent approach to the problem of making properly 
visible the financial aspects of the increasingly complex, varied and changing pro- 
grams of government. 
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A single central agency should be responsible for the form of the Estimates and Public 
Accounts so that a more adequate and consistent accounting can be rendered to Parliament. 
(2.46) 


Allocation of Resources (Chapter IID) 


10.8 This report is not concerned with the wisdom of the decisions made in the 
process of allocating available funds but rather with the value and quality of the informa- 
tion on which the decisions are made, as well as the need that they be clearly formulated 
and communicated if managers are to be expected to manage and control funds in line with 
the intent of Parliament and the government. 


10.9 Communication of Government Objectives (paragraphs 3.7 to 3.18) — If funds 
are to be managed and controlled effectively, there must be a clear perception on the part of 
all concerned as to what was intended at the time resources were allocated. 


An essential of good financial management is effective communication, not only of 
priorities within overall government objectives at the higher levels of administration, but 
also of related specific sub-activity goals at the operating manager level. In many cases the 
government’s or the department’s own specific objectives are not being adequately commu- 
nicated to staff involved in preparing Program Forecasts — the planning for future 
spending. 


Program Forecasts submitted to Treasury Board Secretariat often reflect an aggregation 
of the priorities of individual managers rather than a unified response to priorities of the 
government or of senior departmental management. Managers tend to exert inordinate 
upward pressure on expenditure levels. Without properly established priorities, they have 
little reason to do otherwise. 


The present process fails to achieve a clear understanding of what is to be attained in a 
fiscal year, although facilitating agreement by leaving plans and priorities unstated or 
stated only generally. 


There is a need for governmental and departmental objectives, and program priorities, 
detailed enough to provide effective guidance to be communicated formally and on a timely 
basis to managers responsible for the various aspects of financial planning. (3.18) 


10.10 Assignment of responsibility for Program Forecasts (paragraphs 3.32 to 3.36) 
— Treasury Board’s Program Forecast and Estimates Manual says that Program Forecasts 
should be put together from the “‘top down’’, that is, centrally by senior management with 
other levels providing planning information through continuous dialogue. But many depart- 
ments use a “bottom-up” approach which involves combining individual Forecasts pre- 
pared at various levels. This results in extremely lengthy Forecasts, excessive detail, wasted 
time of lower-level managers, and frustration among managers over seemingly arbitrary 
budget changes. 


we) 


Detailed Program Forecasts, prepared by lower-level managers up to 15 months before 
the fiscal year begins, often form the basis for the operating budgets against which manage- 
rial performance is subsequently measured. Such detailed budgets should be prepared later 
when program issues are settled, price changes known, and financial results of the current 
year’s operations more completely available. 


Senior management of departments and agencies should prepare Program Forecasts cen- 
trally with other levels of management providing information for planning, primarily through 
continuous dialogue with headquarters. (3.36) 


10.11 Content of Program Forecast submissions (paragraphs 3.37 to 3.40) — Proce- 
dures for preparing Program Forecasts lead to detailed information not needed by Treasury 
Board in allocating resources. However, in some cases Forecasts lack the information 
Treasury Board needs and this then has to be obtained by direct inquiry. 


Program Forecast information requirements should be studied to make certain that they 
contain only essential detail and specify requirements which recognize the fundamentally 
different natures of the various departments and agencies and the diversified programs they 
administer. (3.40) 


10.12 Evaluation of Continuing Programs (paragraphs 3.41 to 3.46) ©— Major por- 
tions of existing programs are not automatically subjected to a regular program review by 
departments, by Treasury Board, or by Cabinet. Treasury Board may advise departments to 
eliminate or to reduce a lower-priority item in favour of a new one, but this practice does 
not take into account the possibility that other departments and agencies have still lower- 
priority items that ought to be discontinued. 


All programs should be reviewed in detail on a cyclical basis. Reviews should be conducted 
by departments, with appropriate central agency participation to provide an adequate basis for 
them to perform their resource allocating and budget monitoring responsibilities. (3.46) 


10.13 Review of Personnel Requirements (paragraphs 3.47 to 3.48) — Many depart- 
ments prepare Program Forecasts without a realistic assessment of the chances of filling 
new positions. As a result they may have funds available for other purposes, reducing the 
need to exercise close budgetary control. 


It is critical to determine whether the required individuals are likely to be available 
before approving departmental spending forecasts. This would also give the recruiting 
function the lead time it urgently needs. 


Departmental personnel divisions should participate in the review of Program Forecasts. In 
addition, the Personnel Policy Branch of the Treasury Board Secretariat and the Public 
Service Commission should be consulted on the personnel implications of Program Forecasts 
before Treasury Board approval of budget levels. (3.48) 
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10.14 Quality of Information (paragraphs 3.49 to 3.64) — There are deficiencies 
both in Program Forecast and in Estimates submissions as a result of inadequate data. It 
appears that the staff of the Treasury Board’s Program Branch lacks time and training to 
insist that departments develop proper cost-classification systems, and that departments 
may not be unhappy with a program and activity structure which results in the funds they 
need being provided with minimal disclosure of what they are to be used for. For example: 


- Program Forecasts are often prepared in such an approximate fashion that there is 
little basis for questioning the efficiency or effectiveness of what is being done within 
each organizational unit; 


- introduction of non-financial data as a means of evaluating performance has met 
with limited success; 


- Forecasts tend to overlook the correcting effects of actual experience. There is little 
organized follow-up by Treasury Board Secretariat to ensure the integrity of expend- 
iture projections provided by departments; 


- many departments do not prepare accurate forecasts of future years’ requirements; 


- the assumption that productivity increases should compensate for wage and price 
increases encourages program managers to overstate other budget requirements in 
order to obtain the funds needed to offset the effects of inflation; 


- no recognition is given to the effect of year-to-year fluctuations in inventory levels. 


All these deficiencies indicate a need for a new thrust to ensure that these matters receive 
the attention they deserve. 


Action needs to be taken to improve the quality of the data contained in Program Forecasts 
and Estimates submissions by: 


- reassessing the suitability of the present structure of departmental programs and 
activities, 


- promoting the use of procedures to extend the capability of financial systems to measure 
performance; 


- reviewing in greater detail data submitted by departments, 


- following-up on actual expenditures as a means of assessing the quality of budgetary 
data; 


- establishing centrally the basis of amounts included to cover inflation; 
- reviewing the effect of changes in inventory levels; and 


- following-up on future-year projections included in Program Forecasts. (3.64) 
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10.15 Communication of Procedures and Decisions (paragraphs 3.65 to 3.71) — 
Treasury Board documents which communicate the budgetary process to departments 
present a fragmented picture of various rules and philosophies. 


The Program Forecast and Estimates Manual refers readers to the Board’s Planning 
Programming Budgeting Guide for the applicable principles of the budgetary system. The 
Guide was printed in 1969, has not been brought up to date, and now is out of print with 
no decision on whether to reprint. 


Four separate budget circulars contain detailed budgetary procedures dealing with spe- 
cific topics, such as capital expenditures. 


Treasury Board Secretariat does not comment in writing on the nature and quality of 
information contained in Program Forecasts nor does it formally offer suggestions for 
eliminating deficiencies in future. 


The quality of information and presentation of Program Forecasts varies from depart- 
ment to department. Deficiencies tend to appear year after year with any improvements 
usually being initiated by departmental staff. 


A comprehensive resource allocation manual should be prepared containing a consolidated, 
updated version of appropriate sections of Treasury Board manuals, guides and circulars 
which deal with the resource allocation process. These should be supplemented by annual letters 
to each department suggesting improvements in the quality, content and presentation of the 
past year’s submissions. Departments should reply formally stating plans for improvement. 
(O71) 


10.16 Program Analysts (paragraphs 3.72 to 3.75) — There is significant turnover 
among analysts within the Program Branch of the Treasury Board Secretariat. Individuals 
of demonstrated ability are engaged by the Board, usually for an agreed period of three 
years, recognizing that they will eventually move to operating departments. Unfortunately 
many program analysts are leaving the Board before this period has ended. 


The turnover rate creates a significant problem since resource allocation is a complex and 
important facet of governmental financial administration. 


The Treasury Board Secretariat should study the reasons for the high rate of turnover of 
program analysts and take steps to remedy the problem. (3.75) 


10.17 Documentation of Procedures (paragraphs 3.76 and 3.77) — The effect of the 
staff turnover has been made worse by inadequate initial training and by a lack of standard 
procedures for assessing submissions. Formal documentation of procedures and of the basis 
for decisions would help new analysts adapt more quickly. 
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The Program Branch ought to develop standard internal checklists, questionnaires and 
methods for documentation of decisions. (3.77) 


10.18 Training in Procedures (paragraphs 3.78 to 3.80) |— People involved in re- 
source allocation within departments and Treasury Board receive no formal training on 
either concepts or detailed procedures. 


Although aspects of the process are included in various general courses, no training 
course 1s available centrally covering the resource allocation process in depth. Such a course 
should be developed. 


An intensive training course covering all appropriate aspects of the resource allocation 
process should be developed and made compulsory for all officials primarily involved in the 
planning and budgeting functions in each department and agency. (3.80) 


10.19 Non-tax Revenues (paragraphs 3.81 to 3.86) | — Following changes in the 
Financial Administration Act in 1969 which authorized delegation to departments of the 
power to prescribe fees or charges for services, many departments sought to introduce or 
increase fees and charges for services to the public. Many requests were deferred for a 
variety of reasons and as a result some departments refer to their previous experience as a 
justification for failing to conduct regular reviews to establish whether changes are required. 


Departments should be required to assess services to the public annually within guidelines 
given to them by Treasury Board and to submit recommendations for continuing revenue 
policies or for increasing or reducing fees charged because of changes in the services offered or 
in the cost of providing them. Treasury Board should in turn be required to submit annual 
recommendations on revenue policies to the Governor in Council for consideration under the 
provisions of Section 13 of the Financial Administration Act. (3.86) 


Budgetary Control (Chapter IV) 


10.20 Use of Allotments (paragraphs 4.10 to 4.12) _— Departments generally main- 
tain adequate records of appropriations and allotments. 


Appropriations may be subdivided into allotments by Treasury Board to ensure that 
departments do not use funds intended for one specific purpose for something else. In recent 
years this statutory provision has not been used very extensively but in the current year the 
Board has designated salaries as a separate allotment in most departments. 


Treasury Board should give more consideration to establishing separate allotments where 
significant amounts of funds are provided for purposes that are discretionary and therefore 
controllable by management. (4.12) 


10.21 Need for Commitment Accounting (paragraphs 4.13 to 4.17) — Legally all 
departments are required to maintain detailed commitment records throughout the year, 
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but many feel this is unnecessary since they have not exceeded their appropriations in the 
past and are unlikely to do so in future. They also feel that it is necessary to record 
commitments only near the end of the fiscal year to ensure that appropriations are not 
exceeded. 


Departments with appropriate systems of budgetary control and financial reporting should 
be required to record commitments only as necessary towards the end of the year. (4.17) 


10.22 Control through periodic Financial Reporting (paragraphs 4.18 to 4.29) — 
Many departmental budgetary control and financial reporting systems do not produce 
satisfactory information for use in the manner contemplated in the Treasury Board Guide 
on Financial Administration. 


In recent years, funds applicable to unfilled positions have been available within the 
budgets of many departments. As a result some operating budgets are excessive and thus 
departmental managers have not found it necessary to have effective budgetary control 
through comparison of planned and actual costs with planned and actual results. 


Some managers do wish to have effective means of budgetary control through financial 
reporting, but departmental systems are not generally capable of satisfying their 
requirements. 


Departmental budgetary control and reporting systems need as a minimum: 


- properly defined cost components and cost information so managers can be held ac- 
countable for performance; 


- detailed budgets by time period in accordance with the assignment of managerial 
responsibility, 
- consistency between budgeting and accounting; 


- timely preparation and distribution of periodic financial reports; and 


- analysis of variances between planned and actual results. (4.29) 


10.23 Use of Non-financial Data (paragraphs 4.30 to 4.35) — Because performance 
in the public sector cannot be assessed solely in financial terms, it is necessary to report 
other data which best express results attained. Most departments do not systematically 
measure performance. Where such information is gathered, much of it is not reliable. To 
ensure the validity of comparisons between costs and benefits, such information should be 
subject to the same controls as financial data and both should be prepared with consistency. 


Performance indicators are needed as an integral part of departmental budgetary control 
and financial reporting systems in all areas that can be effectively measured. (4.35) 
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10.24 Central Approval of Systems (paragraphs 4.36 to 4.38) — Most departments 
have not designed or implemented good systems of budgetary control and financial report- 
ing due to lack of concern related to the attitude that funds are readily available. Instruc- 
tions concerning budgetary control in the Treasury Board Guide on Financial Administra- 
tion should be mandatory in most cases. 


A central agency should approve and periodically reassess departmental budgetary control 
and financial reporting systems to ensure their adequacy for purposes of satisfying the needs of 
Parliament and of the government, as well as of departments. (4.38) 


10.25 Central Budgetary Control (paragraphs 4.39 to 4.46) — The Treasury Board 
Program Branch has no formal system, other than the quarterly manpower reports, for 
carrying out its assigned responsibility to ‘‘ensure effective expenditure management includ- 
ing the monitoring of expenditures against authorized allotments; the utilization of autho- 
rized man-years; the organization and management of allocated resources; and the pro- 
gram results achieved in accordance with implementation plans.”’ 


Some form of government-wide budgetary control is necessary so the government as a 
whole can control its actual expenditures in relation to plans. 


A monthly report, based on analysis of department budgets and expenditures and variances 
between them, should be prepared so that Treasury Board can take action to control overspend- 
ing or to freeze excessive resources. (4.46) 


Accounting Systems (Chapter V) 


10.26 General Accounting System of DSS (paragraphs 5.2 to 5.24) ©— Many depart- 
ments are not satisfied with financial reporting services provided by the Department of 
Supply and Services and 70 percent of those surveyed have adopted or are developing 
separate reporting systems to meet all, or a portion of, their needs, even though this may 
lead to extensive duplication. 


Dissatisfaction, where it exists, is due to a number of reasons, including: 
- liaison between departments and DSS has been ineffective; 
- the system is incapable of adapting quickly to changes; 


- data input to the system is not adequately controlled and errors remain uncorrected 
for some time; 


- report distribution is awkward and unreliable; 


- information reported is neither timely nor accurate. 


These deficiencies, are generally acknowledged by DSS and it has plans for overcoming 
them based on the existing centralized approach to processing. However, the extent of 
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departmental duplication which is now apparent and other factors indicate that it would be 
preferable to introduce a greater degree of decentralization of accounting functions. 


A study should be undertaken to determine the most appropriate method of achieving timely 
and accurate financial reports for departments and agencies. (5. 24) 


10.27 Payroll System of DSS (paragraphs 5.25 to 5.38) — Central and regional pay 
systems of DSS need revision to meet basic standards of good financial management. 


The delay between the initiation of an employee status change and the reflection of this 
change in his pay cheque in the central pay system may be as much as 30 to 44 days. 


Present procedures centralize control of all payroll information within DSS, and depart- 
ments have abdicated their responsibility. Improvements are possible only if departments 
control their payrolls more effectively. 


A study should be undertaken to determine how departments could better prepare and control 
payroll documentation up to the point of submission to a central or regional pay office of the 
Department of Supply and Services, these offices being responsible only for cheque preparation 
and for the systems and procedures necessary to process the payroll, to make the required 
withholdings, and to provide essential information to central agencies. (5.38) 


Financial Controls (Chapter VI) 


10.28 Controls over Expenditures (paragraphs 6.15 to 6.22) — Legislation, regula- 
tion or other central agency directions impose a requirement for controls over almost every 
type of financial transaction, but these directives are incomplete and require interpretation 
by those applying them. 


The effectiveness of financial control systems is overly dependent on the experience and 
integrity of the employees involved and on ineffficient and repetitive checking. These 
weaknesses result in incomplete or inaccurate information and in inadequate protection 
against fraud and error. 


Departments have been slow in responding even to explicit Treasury Board directives to 
improve such controls. 


The talents needed to design good systems of financial control do not appear to receive 
much priority in filling positions. As a result, people performing financial duties within 
departments often lack the training to design effective controls or have restrictions on their 
authority to do so. In addition there are uncertainties between departments and DSS as to 
their relative responsibilities for ensuring effective controls. 


In all financial systems, duties should be carefully segregated so that, without unnecessary 
duplication of effort, one staff member or one element of a system maintains an effective 
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independent control upon the integrity and accuracy of another. In particular there should be 
an adequate segregation of spending authority from payment authority for all expenditure 
transactions and also of such duties as verifying accounts for payment, preparing documenta- 
tion, requisitioning and distributing cheques, and receiving and depositing money. Control 
should be established as early as practicable and maintained through all stages of manual, 
mechanical and electronic processing. In particular: 


- managers should exercise delegated authority only where they have the information to 
do so; 


- controls on all significant data should be established at the originating level before 
processing, and be confirmed by the same level after processing; 


- controls over expenditures should be established before spending and payment authori- 
ties are granted; and 


- there should be clearly documented evidence of performance of all control functions and 
this evidence should be regularly reviewed by managers. (6.22) 


10.29 Controls over Payrolls (paragraphs 6.23 to 6.27) — Payroll systems should be 
subject to the same standards of financial control as other expenditures. Treasury Board 
directives have been aimed primarily at control of other types of expenditure and DSS 
instructions deal only with administrative mechanics. 


Within most departments and agencies, primary responsibility for control of payrolls rests 
with personnel organizations where often there is not an appropriate division of responsibil- 
ities and where people are not generally trained in matters of financial control. The respon- 
sibility of financial staff should not be so constrained that they are unable to ensure effective 
controls in this area. 


Financial staff should be responsible for ensuring that there are controls within payroll 
systems just as in all other administrative systems giving rise to financial transactions. (6.27) 


10.30 Controls over Revenues, Receivables and Inventories (paragraphs 6.28 to 6.37) 

— For administrative convenience, there is often a lack of segregation of duties in the 
handling of revenues, receivables and inventories. Custodians of assets often keep the only 
records of the assets within their custody, including accounting controls in those circum- 
stances where such assets are financed through working capital advances. 


All revenues, accounts receivable and significant inventories should be under effective 
systems of control, generally an independent accounting control. (6.37) 


10.31 Responsibility for Improving Financial Controls (paragraphs 6.38 to 6.42) — 
The government must be assured that appropriate controls are being applied throughout 
the public service. This can best be done by issuing clear directions as to what is required, 
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backed up by systems reviews by staff of a central agency and supported by test audits by 
departmental teams. 


Departmental systems should be reviewed and approved by a central agency to ensure that 
they comply with Treasury Board regulations and such other instructions as are required to 
ensure adequate control of expenditures, revenues and assets. (6.42) 


Internal Audit (Chapter VII) 


10.32 Effectiveness of Internal Audit (paragraphs 7.1 to 7.12) — Internal audit has 
long been considered an important element in the managerial control process since it 
provides a means of appraising the effectiveness and the efficiency of financial and other 
operations. 


Concerns related to internal audit include: 
- some departments have no internal audit; 


- internal auditors are often involved in other duties which divert them from their 
audit responsibilities; 


- coverage is not consistent or comprehensive; and 


- staff are not sufficiently trained in or sufficiently familiar with, their responsibilities. 


There is some doubt that any central body can adequately evaluate financial controls 
throughout government unless stronger action is taken to ensure that internal audit is 
carried out effectively in all departments. 


The central agency of the government responsible for prescribing the standards, scope and 
coverage of departmental financial audits should give greater emphasis to monitoring depart- 
mental internal audits so as to encourage greater adherence to the standards. (7.12) 


Financial Staff (Chapter VIII) 


10.33 Financial Community in Government (paragraphs 8.2 to 8.13) — A generally 
acceptable level of quality in financial management and control in government will only be 
achieved with properly qualified staff. 


Many professional accountants in government choose to work in fields not related to 
financial management and control. One basic reason is that classification standards for 
financial officers do not adequately recognize professional qualifications. 


A comprehensive study of personnel systems related specifically to financial administrators 
should be undertaken to consider the advisability of establishing a professional government 
accounting group commensurate with the current and future needs of government for financial 
management and control. (8.13) 
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10.34 Staffing the Financial Function (paragraphs 8.14 to 8.21) _— Developments in 
the last few years have created many opportunities for financial administrators, leading to a 
high turnover of FI staff. Some departments show a vacancy rate of 35 percent and an 
annual turnover of up to 45 percent in financial positions. 


The demand for FI staff is growing faster than supply and there are indications that there 
will be serious shortages of qualified staff in future. 


The heavy turnover seriously affects financial management and control, systems develop- 
ment being particularly curtailed. 


A comprehensive review is required to establish the need in government for financial admin- 
istration personnel by type and level and to develop a program to alleviate the present shortage 
and excessive turnover. (8.21) 


10.35 Financial Community Leadership (paragraphs 8.22 to 8.30) — A source of 
guidance and leadership to set the professional standards that should be applied by finan- 
cial officers throughout government is vitally important. 


Departmental managers need support in financial matters from properly trained and 
experienced staff. Administrators are being let down because they are not given adequate 
information on the performance of their financial staff and thus are not supported by the 
staff necessary to discharge their responsibility for financial management and control. 


Financial administration has diminished in importance because it lacks the central 
leadership and the support from the Treasury Board necessary to give it the means and 
status to ensure that it can satisfy the needs of administrators. 


Responsibility for assisting the Public Service Commission in matters relating to the training 
of staff in the financial area, overseeing their career development, and advising on their 
qualifications for advancement should be assigned to a central agency of the government 
having the knowledge needed to carry out this role of ensuring that departments are staffed by 
capable financial personnel. (8.30) 


Responsibility for Financial Management and Control within Departments (Chapter IX) 


10.36 Departmental Organizational Arrangements (paragraphs 9.5 to 9.12) — The 
way the financial function is organized and senior financial officers report varies greatly 
from department to department. Some officers report directly to the deputy head of the 
department, some to the deputy through a senior administrative officer, some to the deputy 
through two or more levels of senior administrative officers. 


Almost without exception the chief financial officer reporting directly to the deputy head 


is well qualified, usually with professional accounting qualifications. In such departments 
greater emphasis is placed on giving direction in financial matters to field personnel. 
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Where the senior financial officer reports through a senior administrative officer without 
competence in the financial field, financial management and control concerns may not be 
adequately expressed at meetings of senior management. Thus the status of financial 
officers will be lowered to a point where program officers do not look to them for advice, 
and they are forced to prepare budgets and control funds without knowledge of senior 
management’s priorities. 


The senior departmental officer responsible for financial management and control should 
report directly to the deputy head and be a member of the departmental management commit- 
tee. He should always have the training and experience to act as the deputy head’s adviser on 
all aspects of financial management and control, and to provide the necessary leadership to all 
financial staff in the department. (9.12) 


10.37 Internal Direction and Guidance (paragraphs 9.13 to 9.19) | — Some senior 
financial officers now put inadequate effort into directing financial staff at headquarters and 
in the field. Few give effective direction even in areas where there are opportunities to do so. 
For example, departmental financial manuals are often inadequate or not up to date, 
although they have improved recently, thanks largely to the efforts of Treasury Board 
evaluation teams examining this and other areas. 


Senior departmental financial officers ought to give greater direction or guidance to staff 
performing financial management and control duties within departments. This should include 
as a minimum: 


- comprehensive departmental financial manuals; 


- personal contacts with financial and other officers to whom they give technical direction, 
including formal meetings and periodic field visits; and 


- participation in the selection, training and evaluation of financial staff, even where they 
are not directly under their supervision. (9.19) 


10.38 Scope of Responsibilities of Financial Staff (paragraphs 9.20 to 9.29) — The 
present system of financial management within departments tends to place more emphasis 
on keeping expenditures within allotment limits than on making the most effective use of 
funds. 


This lack of concern about the effectiveness or the efficiency of spending has been 
accentuated by the ease with which money can be transferred within broadly defined 
appropriations and the extent to,which surpluses have been available under existing bud- 
geting methods. 


Program managers often regard data submitted by them to Treasury Board or furnished 
to them by the centralized financial reporting system as of such questionable validity that 
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they lack a commitment to adhere to budget proposals or to use information reported by 
the financial system. 


There is a general lack of recognition within departments that internal control should 
permeate all aspects of administration and financial officers have either seen their role as 
not encompassing these other areas or else they have been denied any involvement in them. 


If there is to be greater accountability for public funds, as this report advocates, the role 
of the senior financial officers in departments must change. 


Senior departmental financial officers ought to be given responsibility for: 
- providing budgetary, accounting and financial reporting services; 


- ensuring that adequate financial controls exist over all assets and financial 
transactions, 


- advising and supporting deputy heads and their staff in all matters pertaining to 
financial management and control; 


- developing, monitoring and controlling budgetary allocations through analysis of fi- 
nancial reports and ensuring the adequacy of the systems used in their preparation; and 


- furnishing technical direction and guidance to all personnel within departments respon- 
sible for these duties. (9.29) 


10.39 Appointment of Financial Officers (paragraphs 9.30 to 9.35) — The deputy 
head is responsible for the adequacy of his department’s financial management and control 
systems. Other agencies, however, which may depend on financial officers, should be 
confident that they can rely upon their work and the data they produce. Deputy heads 
should have the right to say who should advise them, but the appointment of a senior 
departmental finance officer who has the confidence of those best able to judge his compe- 
tence in financial matters, in no way erodes the deputy head’s authority but gives him a 
better resource with which to discharge his responsibilities. 


The Public Service Commission ought to appoint senior departmental financial officers only 
after consultation with appropriate central agencies to ensure that recognition is given to the 
qualifications and performance of the persons recommended by deputy heads. Appointments of 
other financial officers ought to be made within departments only after similar consultation 
with senior departmental financial officers. (9.35) 


Need for Stronger Central Direction (Chapter X) 


10.40 Consolidation of Central Responsibilities (paragraphs 10.1 to 10.36) — The 
Financial Administration Act gives the Treasury Board primary responsibilities for ensuring 
adequate financial management and control in the government. 
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In 1973 the Board issued the Guide on Financial Administration for Departments and 
Agencies of the Government of Canada. This Guide provides excellent guidance to depart- 
ments which, if followed, would remedy many of the deficiencies in financial controls 
identified in this report. In 1974 the Secretariat began to evaluate departmental adherence 
to the Guide and this has had the effect of encouraging actions to improve financial 
controls. However, little has been done to make the resource allocation process more 
effective so that budgets can be controlled in the manner encouraged in the Guide. 


Actions in other areas may have been difficult because of the overlapping statutory 
responsibilities assigned specifically to the Department of Supply and Services and the 
Department of Finance. 


The Services component of DSS provides various services to departments on request, such 
as data processing, accounting, auditing and financial. In this role DSS may become aware 
of departmental practices which contravene parliamentary and Treasury Board instructions 
but is not, as a service agency, in any position to stop or draw attention to them. 


The Minister of Supply and Services serves also as Receiver General for Canada. His 
department has direct responsibility for cash receipts in to and cash disbursements out of 
the Consolidated Revenue Fund, and for the central accounts of Canada, including the 
preparation of the Public Accounts. However, the law assigns to the Minister of Finance 
responsibility for managing the Consolidated Revenue Fund, for the form of the Public 
Accounts, and for the accounts kept in respect of assets and direct and contingent liabilities. 
Accounts concerning expenditures, revenues and other payments in to and out of the 
Consolidated Revenue Fund are subject to Treasury Board regulations. Thus central re- 
sponsibility for financial management and control is shared among three departments. 


The study demonstrates many deficiencies in financial management and control such as: 


- departmental actions that tend to weaken the program orientation of the Estimates 
and Public Accounts introduced in 1970 to give Parliament and the public more 
useful information; 


- ineffective budgetary control systems; and 


- financial reporting systems that are held in low regard by most managers. 


Many departments feel they are restrained from taking more effective action because of 
responsibilities assigned to central agencies. 


Any solution calls for a clearer definition of the manner in which central responsibilities 
are assigned so that those responsible can take effective action. 


All the recommendations in this report have as their objective the improvement of financial 
controls. The more significant ones, either specifically or by implication, recognize the need for 
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a central agency to supply overall direction. It is clear that if controls are to be co-ordinated 
and are to operate effectively, responsibility for the following activities should be clarified and 
unified wherever possible; 


recommending government policies, directives and guidelines in the area of financial 
management and control, and providing interpretations thereof; 


advising on the form of the Estimates and Public Accounts; 


assessing departmental program and activity structures, and cost and other measure- 
ment systems in support of them; 


approving and monitoring departmental budgetary control, financial reporting and 
financial control systems, 


providing analyses of variances between planned and actual financial performance; 


establishing standards for and monitoring internal audit practices within departments 
agencies, 


establishing the accounting practices governing the financial statements and Public 
Accounts of Canada; and 


assisting the Public Service Commission in the selection, training and career develop- 
ment of financial staff. (10.36) 


109 


ellis a mae (tf ps nb i yw Oe Sabian’ 


| we yong alee My ike se Nahata avon i a 
"2 i) Th Te iv by wT ne : cn ie » Pi ? 1) ay 7 vee 
‘ Dies “an Paki Nhe Ne i aL é aa aa a‘ Hy ann . ne ee wee 
ve ee st fan 
oy ge sa, re Ta oo ; ‘ae its wi hare Wal) Petes 
hh area or pi PG ah a er eu pneiti “iy ia 
ves Miss ljvelge epilall n> Smal si alg ana eA 
eC Senay Oe an oa Oe TAY oa cue a a ue co a 
ie aa) be ae * j 7 i) 5 ‘ : : ig? vu AG Lan 
* ; -_ : all a $4 ae We ACU ed We 
j a ©) , \ - hal ' : i re { o ys 7 | iad a g " 7 ' _ 
| pa alin hdl Wate ein : 7 
e ad AN ~ > 
/ : <a wae i ¢ 
o 
i j | \ At = 
i t t 
a ; ¢ I “ah 
. . Vp 
% b +f ; Ns RM sid ) 


. s. : ileal o 


XI 


COMMENTS ON MATTERS DEALT WITH IN PREVIOUS YEARS’ 
REPORTS 


11.1 This Part deals with matters included in previous years’ Reports but of 
sufficient significance to be brought to the attention of the House again. Comments on 
matters from previous years’ Reports still appropriate to this year’s transactions or in 
respect of which circumstances have changed materially are included in the other Parts of 
this Report. 


It is a policy of the Audit Office to follow up on those matters disclosed in previous 
Reports for which corrective action has been recommended and to report to the House of 
Commons instances in which appropriate action has not been taken together with the 
reasons given by the officials concerned. 


The Audit Office attempts to have prompt remedial action taken on detected deficiencies 
and irregularities and to this end, maintains constant liaison with government departments, 
agencies, and Crown corporations to obtain the co-operation of officials concerned with 
introducing corrective measures at the earliest possible time. In certain instances, remedial 
measures may be at an advanced stage by the time this Report is being written. 


11.2 Report of the Treasury Board Secretariat. By letter dated February 20, 1975, 
the Secretary of the Treasury Board advised the Public Accounts Committee of actions 
taken by various departments to resolve matters raised in the 1974 Report, in order to assist 
members in their consideration of the contents. The letter was tabled at the Committee 
meeting of March 4, 1975, and is included as Appendix F to this Report. The Secretary 
reported that action had been taken to resolve matters raised in 31 paragraphs; seven 
paragraphs were identified as dealing with problems considered as part of the Study of the 
Accounts of Canada conducted jointly by the Treasury Board and the Departments of 
Finance and Supply and Services; 13 paragraphs (one of these had been partially dealt 
with and was being counted twice in this tabulation) were considered to be such that it will 
not be possible during 1975-76 to determine whether the action initiated has resolved the 
problems or where the remedial measures required are not readily discernible. The Secre- 
tariat undertook to continue its efforts in taking corrective action where necessary. The 
remaining 30 paragraphs of the Report were considered as general comments where no 
action appeared to be required. 


11.3 On April 24, 1974, the Secretary of the Treasury Board informed the Public 
Accounts Committee of the actions taken to resolve matters raised in the 1973 Report and 
referred to 33 paragraphs requiring further action, (paragraph 73 of our 1974 Report). At 
the Committee meeting June 26, 1975, the Board Secretary tabled a follow-up report on the 
33 outstanding paragraphs. It listed the paragraphs by groups indicating the state of action 
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at which each of the items was at that particular time. The listing is reproduced as Appen- 
dix G to this Report. 


These reports by the Treasury Board Secretary to the Public Accounts Committee on the 
action taken to resolve matters raised by the Auditor General in his Annual Report to the 
House has been described by the Chairman as of great assistance to the Committee in its 
deliberations by providing a record of the action that the administration has taken or 
intends to take on matters raised. The report of the Independent Review Committee has 
also recognized the usefulness of this action and has recommended that the Secretary of the 
Treasury Board should continue to provide the Committee with a formal response on 
matters raised in the Annual Report of the Auditor General. 


11.4 Wheat inventory reduction and grassland incentive overpayments. Our 1972 
Report (paragraph 69) referred to the wheat inventory reduction program, administered by 
the Department of Agriculture, which aimed at taking out of production up to 22 million 
acres of land in order to reduce the stock of surplus wheat. In 1971-72, as an extension of 
this program, the Department undertook the grassland incentive program which aimed at 
still further reducing grain production acreage and at increasing forage production of 
livestock by some four million acres. 


It was reported that overpayments resulting from the wheat inventory reduction program 
of $365,000 as at March 31, 1972, had been reduced to $288,000 by December 1, 1972, 
and that overpayments of $35,000 resulting from the grassland incentive program had not 
been recovered up to December 1972. 


At March 31, 1975, overpayments in these programs totalling $55,630 remained uncol- 
lected as follows: 


Wheat inventory reduction program ...............0.008. $ 25,885 
Grassland incentive prosram yc. c2 ee eoe e 29,745 
$ 55,630 
11.5 Inadequate accounting and financial control practices, district offices. Pre- 


vious Reports (paragraph 94 in 1972) drew attention to the results of our examination of a 
number of the field offices, formerly known as ‘‘agencies’’, maintained by the Department 
of Indian Affairs and Northern Development for administering its programs for the Indian 
population. We mentioned the need for strengthening financial control over field activities 
and the remedial action taken by the Department. 
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Our examinations at 10 of the 48 district offices during 1974-75 indicated inadequacies in 
internal control, cash handling, accounts receivable and social assistance procedures. Cor- 
rective steps were taken during the course of audits in many instances. In connection with its 
visits to 34 of the other field offices, the Audit Services Bureau of the Department of Supply 
and Services has commented on shortcomings in internal control at 21 locations, cash- 
handling practices at 26, accounts receivable processes at 24, personnel administration at 
22, and social assistance procedures at 20. 


The Department advises that the deficiencies are of continuing concern, and that it 
intends to pursue vigorously the three measures outlined to us during 1974-75, namely: 


(a) Follow up on a systematic basis of all observations made by the Audit Office and by 
the Audit Services Bureau. 


(b) Increased participation by regional financial officers in providing advice and assist- 
ance to district office staff, and use of band financial advisers. 


(c) More systems reviews by regional offices to provide satisfactory internal control. 


We shall continue to monitor the situation in the district offices. 


11.6 Inadequate accounting for appropriation and Indian band funds. — Previous 
Reports (paragraph 95 in 1972) referred to the policy of the Department of Indian Affairs 
and Northern Development of transferring to Indian bands responsibility for managing 
public funds provided for various band programs and, in accordance with Section 69 of the 
Indian Act, R.S., c. I-6, for managing band revenue moneys. Attention was drawn to the 
results of our examinations in connection with the yearly audited financial statements which 
the bands must provide the Department as a condition of the transfer. 


During 1973-74, 505 bands were responsible for managing approximately $80 million. A 
departmental analysis of band financial statements for the year 1973-74, prepared as of 
February 28, 1975, indicated that 20 had not been submitted and 28 were still being held 
by field offices. Of the 457 financial statements received at departmental headquarters, 392 
had been reviewed and of those 103 carried a qualified audit opinion, 84 had been denied 
an opinion, and 26 contained no opinion. 


The Department has undertaken a review and an evaluation of all bands managing funds 
with a view to providing appropriate training of band staff, and is engaging financial 
advisers to work closely with band councils. Guidelines have been issued effective April 1, 
1975, to assist bands in the efficient financial administration of their programs. 


11.7 Acquisition of Radio Engineering Products Limited as satisfaction for debts 
due to the Crown. In previous Reports (paragraph 85 in 1973) we related the events 
which culminated in the acquisition of 99.8% of the shares in Radio Engineering Products 
Limited as satisfaction for debts of $4.5 million due to the Crown. The intention was to sell 
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the Company as soon as it had regained sufficient financial stability and marketing pros- 
pects to attract a suitable buyer. 


In addition to the original debts due to the Crown, the Department of Industry, Trade 
and Commerce has made working capital loans of $1 million to the Company. 


After an evaluation of the Company by a firm of management consultants in 1974, the 
Board of Directors attempted to sell the assets. A possible sale was thwarted when an 
injunction was obtained by two former owners. The injunction was later withdrawn but the 
potential purchaser declined to renew the offer to purchase. 


The financial statements of the Company for the year ended July 28, 1974, showed a loss 
of $.3 million and disclosed that the Company was insolvent to the extent of $5.6 million. 


The Public Accounts Committee, after considering the paragraph in our 1973 Report, 
requested the Auditor General in its Second Report to the House of Commons on March 6, 
1975, to keep this matter up to date in his future reports. 


11.8 Taxation of recaptured capital cost allowance with respect to vessels sold. 
Our 1974 Report (paragraph 54) drew attention to $306,000 held by the Department of 
Industry, Trade and Commerce at March 31, 1974, representing deposits made by taxpay- 
ers in lieu of paying income tax on the excess of the amount realized on the sale of a vessel 
over its book value (for taxation purposes). Under the terms of the legislation these 
balances should have been either refunded or transferred to the Consolidated Revenue 
Fund before January 1, 1974. No action had been taken by the Department with respect to 
these deposits held at that date pending an anticipated revision to the legislation which was 
adopted on February 27, 1975, extending the terms applicable to the disposition of the 
deposits to June 30, 1975. All amounts were by this date appropriately refunded or transfer- 
red to the Consolidated Revenue Fund. 


11.9 Local Initiatives Program. Previous Reports drew attention to weaknesses in 
the Local Initiatives Program of the Department of Manpower and Immigration. Paragraph 
55 in 1974 included observations resulting from our test examination of the 1972-73 and 
1973-74 Programs. The following significant changes and clarifications were made during 
the year in the criteria and arrangements for the 1974-75 Program: 


- corporations were no longer eligible for contributions; 


- proposals selected could include those which lead to new or expanding business 
enterprise; 


- proposals were to be of a nature which could be achieved within a specific time 
frame, normally not to exceed 26 weeks, unless the undertaking was deemed by the 
Department to be potentially entrepreneurial; 
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- the total salary of a project worker employed on more than one project was not to 
exceed the maximum for one full-time worker; 


- proposals approved were to be staffed through the Canada Manpower Centres 
employing people without jobs who were actively seeking work through the Centres; 


- entrepreneurial projects, at the discretion of the Minister, were permitted to accumu- 
late a portion of revenue for further expansion; 


- inno case was the average wage for the project as a whole to exceed $115 per work 
week except that that portion of the wages of an individual sponsor in excess of $115 
per week would not be calculated in the average. Wages of an individual sponsor 
were not to exceed the locally prevailing wage or $140 per week, whichever was the 
less; 


- any asset purchased from contributions which was not physically incorporated into 
the final product of the project, subject to further direction from the Minister, was to 
be sold at a fair market value and the funds realized from such sale deducted from 
project costs; and 


- evaluation of the Program was to be carried out by the Strategic Planning and 
Research Division of the Department. 


Also, arrangements with Audit Services Bureau for auditing the 1974-75 Local Initiatives 
Program were changed during the year to require that only interim and special audits 
would be carried out. This change permitted the Department to take corrective action 
where necessary before a project was completed. 


We are monitoring the 1974-75 Program and propose making further examinations to 
determine the effectiveness of the changes in the criteria and arrangements in correcting the 
weaknesses reported in previous years. 


11.10 Overpayments of adjustment assistance to Ugandan refugees. Our 1974 Re- 
port (paragraph 50) reported serious deficiencies in the administration of the Immigrant 
Adjustment Assistance Program of the Department of Manpower and Immigration, result- 
ing in numerous improper payments to Ugandan refugees by Canada Manpower Centre, 
Howe Street, Vancouver. The Centre initially calculated these payments to be $188,500 for 
332 refugees. 


During the year departmental personnel reviewed possible overpayments to Ugandan 
refugees processed through the Centre. However, identification of overpayments and the 
establishment of accounts receivable proved to be extremely time consuming due in part to 
the incomplete nature of records maintained by the Howe Street Canada Manpower Centre 
and to the difficulties encountered in contacting some of the refugees. 
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In June 1975 the Department appointed a special review committee to expedite the 
resolution of this matter. It re-examined individual files, reviewed other documentation and 
prepared the following classification of overpayments: 


Récovetable overpayments cancer eon rere $ 142,700 
INon-recoverable overpay Mens’ internet 21,800 


$ 164,500 


The non-recoverable overpayments resulted from “‘counsellor-judgement”’ and errors by 
the departmental staff. It is the intention of the Department to seek Ministerial authority to 
delete these items from the accounts receivable records during the current year. 


We are now assured by the Department that vigorous collection action began in June 
1975 and that it is confident recovery of overpayments will prove successful. 


11.11 Overdrawal of rations. Our 1974 Report (paragraph 59) drew attention to an 
overdrawal of rations by the Canadian Contingent of the United Nations Forces in Cyprus, 
amounting to about $60,000 in six months. We also noted that the Department of National 
Defence arranged an investigation in February 1974. 


In January 1975 the Department carried out another investigation of the rationing of the 
Contingent in Cyprus which disclosed that a ration entitlement system had been put into 
effect, the number of persons on ration strength was being prepared daily, and meal tickets 
were being sold. The report of this investigation also stated that: the Contingent was 
drawing rations based on Ration Scale 6 Part 2 (field service, cold climate), although the 
investigator could not determine when or if this scale was approved; civilian food handlers 
were provided with three free meals each working day but were not on ration strength; 
periodic stocktakings had not been carried out, there was no accounting for inventory 
between departing and arriving contingents, and the Contingent Comptroller had not 
carried out any audits of the ration system. The report recommended that the ration scale 
be changed to Ration Scale 2 (outlying stations) amended for Cyprus as the suitable ration 
scale since it would provide for flexibility and for entitlement to many commodities re- 
quired in Cyprus. 


We could not determine what scale was authorized to control the issue of rations in 
Cyprus. Although the report stated Ration Scale 6 Part 2 (cold climate), correspondence on 
departmental files dated 1967 indicated Ration Scale 6 Part | (temperate climate). Depart- 
mental officials advised the Public Accounts Committee, at its hearing of May 13, 1975, 
that “‘their expenditures have been controlled by limiting the value of a ration to $3 ..(and 
this)... has been used in Cyprus since 1964’’. The Department has been unable to provide 
us with any written authorization of a $3 limit. 
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The Department considers that Ration Scale 6 Part 2 which is for “‘use under extremely 
cold climatic conditions, and will be authorized only under the most exceptional circum- 
stances’’, was appropriate as a guide because it authorized larger portions than the normal 
field service scale. Since the Contingent was located in the Kyrenia Mountains with watch- 
keeping duties carried out on a 24-hour-a-day basis from outposts each equipped with a 
kitchen and providing four meals a day, more food was required than for three meals per 
day served from a central kitchen. In the Department’s opinion the $3 limit was authorized 
but with the passage of time, the rotation of contingents every six months and the destruc- 
tion of old files, written evidence had disappeared. 


Our review indicates that the use of the $3 limit since 1964 appears to have been 
generous inasmuch as the cost of food actually provided as recently as 1974 on the basis of 
this limit was sufficient to provide rations to the Contingent members, the kitchen staff not 
on ration strength, and even members of other United Nations contingents in some 
numbers. 


At March 31, 1975, the Canadian Contingent employed 218 civilians of whom 125 were 
paid by the United Nations. Since many civilians employed by the United Nations work in 
the kitchens and are given free meals, it is our opinion that Canada should seek reimburse- 
ment for the rations consumed by them. The Department has informed us that the United 
Nations has refused to accept the civilian kitchen staff on the ration strength but it considers 
reasonable the practice of continuing to feed them at public expense because this has been a 
general policy in Canada for many years. 


Effective February 1, 1975, the Department authorized the Contingent to draw rations 
for the civilian cooks and kitchen helpers and to change the scale to Ration Scale 2 
amended for Cyprus, as recommended by the report on the January 1975 investigation. 
New standard operating procedures have been approved and were implemented in May 
1975. The Department reports that they appear to be working satisfactorily. 


We will continue to monitor these activities. 


11.12 Subsidization of dental services provided to dependants. Our 1972 Report 
(paragraph 120) mentioned provision by the Department of National Defence of dental 
services to dependants of service personnel and to other civilians at designated locations. 
We reported that the Treasury Board, referring to a general policy of charging commercial 
rates for services where they could be determined, had stated that military personnel 
received pay comparable to civilians and should bear the same costs in respect of dental 
care for dependents. In August 1972 the Governor in Council approved new Civilian Dental 
Treatment Regulations providing that the fees to be charged should be those set out in 
provincial dental association fee schedules. 


On June 1, 1973, the Commanding Officer of the Canadian Forces dental unit in one 


province issued an amended fee schedule applicable to the designated locations in that 
province with instructions that it “‘...should become effective immediately.’ The fees in this 


es re 


schedule are, in most cases, substantially less than in the provincial schedule. As the 
Commanding Officer lacks authority to issue instructions in contradiction to those contained 
in Regulations made by the Governor in Council, we asked the Department on November 
12, 1974, the extent of under-recovery as a result of these instructions and what action, if 
any, was contemplated. We estimate that for the period June 1, 1973, to March 31, 1975, 
recoveries in that province for dental services to dependants of service personnel and other 
civilians were at least $25,000 less than if the provincial schedule fees had been charged. 


A test examination of recoveries was made in three other provinces. Under-recoveries 
were disclosed at one designated location where fees had not been increased to the provin- 
cial dental association schedule as required by the Regulations. We estimate an under- 
recovery of $7,000 for the two-year period ended March 31, 1975. 


The Department has advised us that dental fees cannot be adjusted without the approval 
of the Minister of National Defence. On June 12, 1975, the Minister delegated his authority 
to the Director General Dental Services. Also, instructions have been issued to commanding 
officers of dental units directing that they submit by September 15, 1975 recommended fee 
schedules for each dental detachment based on the provincial schedule adjusted to reflect 
local factors for consideration and approval by the Director General Dental Services. 


We will continue to monitor the measures taken by the Department to determine 
whether they are in accordance with the Regulations. 


11.13 Overpayment of interest to the Army Benevolent Fund. The Army Benevolent 
Fund Act, R.S., c. A-/6, provides that the Receiver General for Canada shall credit the 
Army Benevolent Fund semi-annually with interest on the minimum balance to the credit 
of the Fund in each month. 


Until April 1973 the interest calculation was based on statements submitted by the 
Department of Veterans Affairs to the Department of Supply and Services. Although the 
statements referred to minimum monthly balances, in fact month-end balances were re- 
ported. The reported balances for the period April 1971 to April 1973 were distorted by 
substantial amounts, held in trust for another benevolent fund, which were deposited within 
the last few days of each month and withdrawn early in the following month. As a result 
additional interest was credited to the Fund. Attention was drawn to this situation in 
paragraph 90 of our 1972 Report. 


In May 1973, pending statutory authority to open a separate account in the Consolidated 
Revenue Fund to which the funds held in trust could be deposited, the Fund, as a tempo- 
rary corrective measure, adopted the practice of holding the deposits, usually overnight, 
until the beginning of the following month. 


The Army Benevolent Fund Act has now been amended to provide for separate accounts 
in the Consolidated Revenue Fund for other benevolent funds managed by the Army 
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Benevolent Fund Board. However to date no adjustment has been made for the overpay- 
ment of interest for the period April 1971 to April 1973 which we estimated at $51,000. 


We have been advised by the Department of Finance, which is now responsible for the 
payment of interest to the Fund, that it was not aware of the use of month-end rather than 
minimum monthly balances. The Department has requested the Fund to provide it with the 
minimum monthly balances for the period April 1, 1971, to April 1, 1973, and any adjust- 
ment required as a result of a recalculation of interest will be made during 1975-76. 


11.14 Accounts of the National Museums of Canada. Our 1974 Report (paragraph 
80) indicated considerable progress in clearing up the inadequacies and unsatisfactory 
conditions in the accounting procedures and the system of internal control which had made 
it impossible for us to express an opinion on the 1973 financial statements. Examination of 
the accounts for the year ended March 31, 1975, showed that further progress was being 
made although certain weaknesses still existed which in our view did not affect the accuracy 
of the accounts. However, our report to the Chairman of the Board of Trustees was qualified 
with respect to grants and contributions and this matter is referred to below. 


Three of the five weaknesses commented on in our 1974 Report (paragraph 80) were 
brought to a satisfactory conclusion during the year. Positive action has also been taken on 
the remaining two weaknesses subsequent to the close of the 1974-75 fiscal year. These are 
commented on in the following paragraphs: 


(a) Breaches of the Receipt and Deposit of Public Money Regulations. Unlike previous 
years, we observed no delays in the deposit of money in 1974-75, subsequent to the 
opening of bank accounts closer to sales outlets, except in the case of the Museum of 
Science and Technology which continued to delay deposits. This situation was 
corrected in April 1975. 


(b) Breaches of internal procedures and Government regulations with respect to publica- 
tions of the National Gallery. In spite of the Corporation’s efforts to rectify the 
situation in 1974-75, we again observed instances where, after purchase orders had 
been issued, changes in publication arrangements were communicated to suppliers 
by the National Gallery’s publication section, without the prior approval of the 
Corporation’s procurement division. This resulted in deliveries or billings in excess of 
the authorizations. These breaches had to be regularized after the fact by the issue of 
amending purchase orders before payment. After another review of the situation in 
1975 the Corporation noted that the difficulties were due to “‘a lack of planning and 
control of the manuscript preparation process and an inflexible procurement process 
that was not able to respond to the changes that occur in the editing and proofread- 
ing of the publications in process.” 


An Assistant Director, Administration, was appointed for the National Gallery in April 
1975 and one of his responsibilities is to oversee the planning for publications as part of the 
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supervision of the procurement and other administrative support services. We are now 
advised by the Corporation that the Gallery has been “‘able to develop a more comprehen- 
sive scheduling and control process that will allow more time for the provision of typesetting 
and printing services.”’ “‘In addition, a new contract for services has been introduced that 
provides for controlled increases in costs made necessary by manuscript changes. This will 
ensure that the original contracting authority will include all expected increases and mini- 
mize the possibility of the authority being exceeded.” 


As indicated above, in spite of minor weaknesses which did not affect the accuracy of the 
accounts, substantial progress has been made due to the co-operative effort of the officers of 
the Corporation with our Office. We will continue to monitor the effectiveness of the 
corrective measures that have been instituted in 1975-76 to correct the weaknesses. 


Our 1974 Report (paragraph 40) also referred to contributions by the National Museums 
of Canada to eligible museums. Most of these contributions were made in advance of need, 
rather than as re1mbursement of expenditures even though there were no provisions for 
such advances in the Corporation’s agreements with the recipients. 


At March 31, 1974, $7.3 million remained to be accounted for out of advances totalling 
$11.9 million in prior years. In 1974-75 the Corporation made contributions totalling $3.5 
million, of which $3.2 million represented advances. At the time of our audit, the Corpora- 
tion had not received from the majority of recipients statements accounting for outstanding 
advances as at March 31, 1975. The Corporation had not determined the total amount of 
advances which remained to be accounted for at that date nor could we readily ascertain 
such information in view of the lack of accounting records in this respect. 


The Corporation is continuing to make contributions in advance of need although there is 
no provision for such advances in the relevant agreements. Our Report to the Chairman of 
the Board of Trustees was qualified to this effect. However, starting in 1974-75 payments 
were made on an annual basis for application against projected expenditures of the recipi- 
ent during the same year only. New procedures have been established whereby advance 
payments in 1975-76 will be based on the recipient’s cash requirements every three to six 
months, and no further advance payments will be made in 1975-76 until all previous 
advances have been accounted for. 


In 1976-77, the Corporation expects to make all payments on a grant basis under policies 
and procedures yet to be approved. 


11.15 Errors in Public Service Superannuation Account pension and contribution 
calculations. For a number of years we have pointed out that our audit of superannuation 
files continues to disclose a high incidence of error in retirement benefits and related 
contributions. On several occasions, the Public Accounts Committee expressed its concern 
over this continuing problem. The current examination indicates a continued high incidence 
of errors. The trend shows a better performance on the part of the Superannuation Division 
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of the Department of Supply and Services, but a deterioration in the quality of the data 
provided by the paying offices of the Department and by the personnel branches of employ- 
ing departments. 


Our 1974 Report (paragraph 78) indicated that the Department was optimistic that a 
new computerized pay system would reduce the number of errors caused by incorrect salary 
and service information on which the retirement benefits and related contributions are 
based. However, since that time problems were encountered and the implementation of the 
computerized system was suspended (paragraph 8.15). 


We have been meeting senior officers of the Department to explore ways of correcting the 
situation. As a result the information flow from paying offices has been improved. As 
mentioned by the Department to the Public Accounts Committee at its hearing of May 22, 
1975, the difficulty of administering the Superannuation Account is compounded by the 
multiplicity of complicated regulations and reciprocal agreements with other organizations. 
The Department, together with the Treasury Board Secretariat, is now studying methods of 
overcoming the difficulties. 


We will continue to monitor the operation of the Superannuation Account. 
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REPORT OF THE INDEPENDENT REVIEW COMMITTEE 


ya | As noted in Part II of this Report, the Report of the Independent Review 
Committee on the Office of the Auditor General was submitted to the Auditor General on 
March 27, 1975, and tabled in the House of Commons by the Minister of Finance on April 
14, 1975. The report represented 17 months of intensive study by the distinguished panel of 
two leading accountants and an eminent lawyer who were appointed in late October 1973 
to review 


‘* - the responsibilities that should be carried out by the Auditor General, including the scope 
of his audits and the nature of his reports; and 


- the independence of the Auditor General and the nature of the relationships he should 
maintain within and outside the Government”’. 


The Committee’s 47 recommendations are printed in Appendix E to this Report. Many of 
these recommendations require legislative sanction; others can be implemented either by 
the Auditor General or the Government, or by the joint action of the Auditor General and 
the Government. Two recommendations suggest specific action by the House of Commons 
(Recommendation 24) and the Standing Committee on Public Accounts (Recommendation 
26)! 


At present the Report of the Independent Review Committee is under study by Govern- 
ment officials, including law officers of the Crown. The Auditor General, some of his senior 
staff and the members of the Independent Review Committee have had preliminary discus- 
sions with officials of various central agencies of the Government on the implications of the 
Committee’s recommendations. The Assistant Auditor General, has been assigned the 
responsibility for co-ordinating the participation by the Audit Office in the preparation of 
legislative proposals and in the implementation of those suggestions and recommendations 
of the Committee that do not require legislative action. 


122 Action taken on the recommendations. Action has been initiated on a number 
of the Committee’s suggestions and recommendations that do not require a change in 
legislation. Such action has been described more fully elsewhere in this Report but is 
identified in this Part to inform Parliament specifically of action taken in response to the 
Committee’s recommendations. It is intended that a more complete tabulation of action 
taken on each recommendation will be included in future annual Reports until all recom- 
mendations have been dealt with. 


12.3 The Committee’s expressed concern that the annual Report of the Auditor 
General be presented to the House of Commons on a timely basis has prompted the Audit 
Office to review its efforts to further speed up production of the Report so that it may be 
tabled early in the fall session which usually begins in October of each year. Discussions 
have also been initiated with the Department of Supply and Services, which is responsible 
for the preparation of the Public Accounts, with a view to including comments of the 
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Auditor General concerning the financial statements for the year ended March 31, 1976 in 
the 1976 Public Accounts rather than in the Report of the Auditor General as has been the 
practice in previous years. 


12.4 A number of the Committee’s comments were directed at the form and 
content of the Public Accounts of Canada. In responding to the Government’s request for 
comment, on the April 1975 exposure draft of the report of the ‘Study of the Accounts of 
Canada”’ as noted in Parts II and V, the Office satisfied itself that the exposure draft 
covered adequately the points on which the Independent Review Committee had made 
recommendations. 


The Department of Supply and Services has also implemented, in part, Recommendation 
7 of the Committee that ‘“‘The three main financial statements of Canada should appear 
together in the Public Accounts along with such notes and explantions as may be neces- 
sary.’’ The Committee explained that in order to have a clear understanding of the financial 
situation of Canada, all the major statements should be brought together in one place and 
include a full explanation of the basis on which they have been prepared. In the March 31, 
1975, Public Accounts, Section | of Volume I entitled ““The Scope and Methods of Public 
Accounts”’, describes the significant accounting policies on which the statements are based 
and my certificate on these financial statements now makes reference to these policies. 
Section 2 of Volume I of the Public Accounts now groups all of the financial statements of 
Canada in one Section. These statements and notes are reproduced in Part IV of this 
Report. 


12.5 The Independent Review Committee stressed the need for a comprehensive 
set of accounting principles for government and recommended that the Auditor General 
participate in studies aimed at the development of such principles. The Committee also 
recommended that the Auditor General take an active interest in the development of 
nationally accepted governmental auditing principles and standards. With his own views 
and objectives thus reinforced by these recommendations, the Auditor General responded 
with enthusiasm to a plan initiated by the Canadian Institute of Chartered Accountants to 
establish a task force to review the feasibility of, and establish terms of reference for, a 
Standing Institute committee on government accounting and auditing standards. This task 
force was rencently appointed and the Audit Office intends to provide a full measure of 
support for its activities. 


12.6 In the Office’s new organization structure, to which the Committee referred in 
their report, the position of Director General-Public Accounts was created to ensure that 
strong professional leadership would be available within the Office to work on government- 
wide financial reporting problems on a continuing basis, and the position of Director 
General, Professional Practices was created with responsibility for professional research 
activities and the development and maintenance of auditing practices of high standard. The 
Committee’s recommendation that the organization’s structure parallel that of public 
accounting firms is now fully implemented, as reported in Part III. 
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12.7 The Independent Review Committee recommended that the Auditor General 
maintain open communications with officials of the Public Service while at the same time 
preserving his position of professional independence. This represented an authoritative 
endorsement of a policy adopted within the Office at the time of my appointment in 1973 
and referred to in previous Reports. As is evident from the comments contained in this 
Report, the policy continued during the current year. Identified problems in financial 
administration systems and accounts were brought to the attention of appropriate manage- 
ment officials on a timely basis so as to facilitate prompt remedial action. The Office is 
firmly committed to the view that a co-operative yet independent set of relationships with 
the departments, agencies and Crown corporations subject to its audits will best serve the 
interests of Parliament. 


12.8 The Independent Review Committee recommended that the Auditor General 
continue to play an active role in various national and international groups of legislative 
auditors and to maintain close relationships with the principal accounting bodies in Can- 
ada. As noted in Part III of this Report, in the past year representatives of the Office 
participated in the third annual meeting of the Legislative Auditors of Canada, in a 
triennial conference of Commonwealth Auditors General and in provincial and national 
conferences of the three national professional accounting organizations. 


12.9 In response to the emphasis placed by the Independent Review Committee 
on the need to strengthen the professional resources of the Office, full-time responsibility for 
personnel administration and professional development has been assigned to the Director 
General, Professional Development, a comprehensive educational program is now under 
development, and the increase in senior positions from five to 19 will ensure that more 
junior staff have ready access to the guidance of experienced executives. At the trainee or 
Audit Assistant level, the Office has been fortunate in obtaining the right to article an 
increased number of students registered with the Institute of Chartered Accountants of 
Ontario and in placing some other students in an accelerated program jointly sponsored by 
the Society of Industrial Accountants and the Public Service Commission of Canada. For 
professionally qualified staff, continued use has been made of educational programs offered 
by the various professional accounting organizations, the Public Service Commission and 
other external agencies. 


12.10 During the past few months, arrangements have been made with the Public 
Service Commission to permit the Audit Office a measure of independence and flexibility in 
recruiting professionally-oriented graduates of universities and provincial technical and 
professional colleges across Canada. Although the Commission will retain overall control of 
post-secondary recruiting activities, the Office will have the opportunity to present its 
unique career options directly to graduating students and will have representatives partici- 
pating in employment interviews on many campuses. 
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APPENDICES 


FINANCIAL ADMINISTRATION ACT - PART VII AND 
EXTRACTS FROM PART VIII 


RECOMMENDATIONS (23 TO 26 INCLUSIVE) OF THE 
INDEPENDENT REVIEW COMMITTEE OF SPECIAL 
INTEREST TO THE HOUSE OF COMMONS AND THE 
STANDING COMMITTEE ON PUBLIC ACCOUNTS 


RECOMMENDATIONS OF THE STANDING COMMITTEE 
ON PUBLIC ACCOUNTS TO THE HOUSE OF 
COMMONS 


REPORT ON PROPOSED RE-ORGANIZATION 


RECOMMENDATIONS OF THE INDEPENDENT REVIEW 
COMMITTEE ON THE OFFICE OF THE AUDITOR 
GENERAL 


REPORT OF THE TREASURY BOARD SECRETARIAT 
TO THE STANDING COMMITTEE ON PUBLIC 
ACCOUNTS, FEBRUARY 20, 1975 


REPORT OF THE TREASURY BOARD SECRETARIAT 


TO THE STANDING COMMITTEE ON PUBLIC 
ACCOUNTS, JUNE 26, 1975 
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FINANCIAL ADMINISTRATION ACT Appendix A 


R.S., c. F-10 
Part VII 
THE AUDITOR GENERAL OF CANADA 


56. (1) The Governor in Council shall by commission under the Great Seal appoint an 
officer called the Auditor General of Canada to hold office during good behaviour until he 
attains the age of sixty-five years, but he is removable by the Governor General on address 
of the Senate and House of Commons. 


(2) The Auditor General shall be paid a salary equal to the salary of the Chief Justice of 
the Federal Court of Canada, including any additional salary authorized by section 20 of 
the Judges Act. 


(3)The provisions of the Public Service Superannuation Act, except those relating to 
tenure of office, apply to the Auditor General. 


(4) Such officers and employees as are necessary to enable the Auditor General to 
perform his duties shall be appointed in accordance with the Public Service Employment 
Act 


(5) The Governor in Council may appoint a person temporarily to perform the duties of 
the Auditor General during a vacancy in the office of the Auditor General. 


57. (1) Notwithstanding any Act, the Auditor General is entitled to free access at all 
convenient times to all files, documents and other records relating to the accounts of every 
department, and he is also entitled to require and receive from members of the public 
service of Canada such information, reports and explantions as he may deem necessary for 
the proper performance of his duties. 


(2) The Auditor General may station in any department any person employed in his 
office to enable him more effectively to carry out his duties, and the department shall 
provide the necessary office accommodation for any officer so stationed. 


(3) The Auditor General shall require every person employed in his office who is to 
examine the accounts of a department pursuant to this Act to comply with any security 
requirements applicable to, and to take any oath of secrecy required to be taken by persons 
employed in that department. 


(4) The Auditor General may suspend from the performance of his duty any person 
employed in his office. 
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58. The Auditor General shall examine in such manner as he may deem necessary the 
accounts relating to the Consolidated Revenue Fund and to public property and shall 
ascertain whether in his opinion 


(a) 
(b) 


(c) 


(d) 


the accounts have been faithfully and properly kept; 


all public money has been fully accounted for, and the rules and procedures applied 
are sufficient to secure an effective check on the assessment, coilection and proper 
allocation of the revenue; 


money has been expended for the purposes for which it was appropriated by Parlia- 
ment, and the expenditures have been made as authorized; and 


essential records are maintained and the rules and procedures applied are sufficient 
to safeguard and control public property. 


59. The Auditor General shall 


(a) 


(b) 


make such examination of the accounts and records of each registrar as he deems 
necessary, and such other examinations of a registrar’s transactions as the Minister 
may require; and 


when and to the extent required by the Minister, participate in the destruction of any 
redeemed or cancelled securities or unissued reserves of securities, authorized to be 
destroyed under this Act; 


and he may, by arrangement with the registrar, maintain custody and control jointly with 
the registrar, of cancelled and unissued securities. 


60. The Auditor General shall examine and certify in accordance with the outcome of his 
examinations the several statements required by section 55 to be included in the Public 
Accounts, and any other statement that the Minister may present for audit certificate. 


61. (1) The Auditor General shall report annually to the House of Commons the results 
of his examinations and shall call attention to every case in which he has observed that 


(a) 


(b) 


(c) 


(d) 
(ec) 


any officer or employee has wilfully or negligently omitted to collect or receive any 
money belonging to Canada, 


any public money was not duly accounted for and paid into the Consolidated 
Revenue Fund, 


any appropriation was exceeded or was applied to a purpose or in a manner not 
authorized by Parliament, 


an expenditure was not authorized or was not properly vouched or certified, 


there has been a deficiency or loss through the fraud, default or mistake of any 
person, or 
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(f) aspecial warrant authorized the payment of any money, 


and to any other case that the Auditor General considers should be brought to the notice of 
the House of Commons. 


(2) The report of the Auditor General shall be laid before the House of Commons by the 
Minister on or before the 31st day of December, or, if Parliament is then not in session, 
within fifteen days after the commencement of the next ensuing session and if the Minister 
does not, within the time prescribed by this section, present the report to the House of 
Commons, the Auditor General shall transmit the report to the Speaker for tabling in the 
House of Commons. 


62. The Auditor General shall, whenever the Governor in Council or the Treasury Board 
directs, inquire into and report on any matter relating to the financial affairs of Canada or 
to public property and on any person or organization that has received financial aid from 
the Government of Canada or in respect of which financial aid from the Government of 
Canada is sought. 


63. Whenever it appears to the Auditor General that any public money has been improp- 
erly retained by any person, he shall forthwith report the circumstances of such cases to the 
President of the Treasury Board. 


64. The Auditor General may examine any person on oath on any matter pertaining to 
any account subject to audit by him and for the purposes of any such examination the 
Auditor General may exercise all the powers of a commissioner under Part I of the Inquiries 
Act. 


65. An officer of the public service of Canada nominated by the Treasury Board shall 
examine and certify to the House of Commons in accordance with the outcome of his 
examinations the receipts and disbursements of the Office of the Auditor General. 
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Extracts from Part VIII 


Crown Corporations 


76. The auditor is entitled to have access at all convenient times to all records, docu- 
ments, books, accounts and vouchers of a corporation, and is entitled to require from the 
directors and officers of the corporation such information and explanations as he deems 
necessary. R.S., c. 116, 5.86. 


77. (1) The auditor shall report annually to the appropriate Minister the result of his 
examination of the accounts and financial statements of a corporation, and the report shall 
state whether in his opinion 


(a) proper books of account have been kept by the corporation; 
(b) the financial statements of the corporation 


(i) were prepared on a basis consistent with that of the preceding year and are in 
agreement with the books of account, 


(ii) in the case of the balance sheet, give a true and fair view of the state of the 
corporation’s affairs as at the end of the financial year, and 


(iii) in the case of the statement of income and expense, give a true and fair view of the 
income and expense of the corporation for the financial year; and 


(c) the transactions of the corporation that have come under his notice have been within 
the powers of the corporation under this Act and any other Act applicable to the 
corporation; 


and the auditor shall call attention to any other matter falling within the scope of his 
examination that in his opinion should be brought to the attention of Parliament. 


(2) The auditor shall from time to time make to the corporation or to the appropriate 
Minister such other reports as he may deem necessary or as the appropriate Minister may 
require. 


(3) The annual report of the auditor shall be included in the annual report of the 
corporation. 


(4) Notwithstanding section 68, this section operates in lieu of section 132 of the Canada 
Corporations Act. R.S., c. 116, 8.87. 


78. In any case where the auditor is of the opinion that any matter in respect of a 
corporation should be brought to the attention of the Governor in Council, the Treasury 
Board or the Minister of Finance, such report shall be made forthwith through the appro- 
priate Minister. R.S., c. 1/6, 5.88. 
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RECOMMENDATIONS (23 to 26 INCLUSIVE) Appendix B 
OF THE INDEPENDENT REVIEW COMMITTEE 
OF SPECIAL INTEREST TO THE HOUSE OF COMMONS 
AND THE STANDING COMMITTEE ON PUBLIC ACCOUNTS 


The Auditor General’s report is directed to the House of Commons; once tabled by the 
Minister of Finance, it is by tradition referred to the Standing Committee on Public 
Accounts. There is no provision for automatic referral, although for the past three years it 
has been referred the same day it was tabled. Detailed consideration of the report by the 
Committee ensues, and witnesses are called. Typically, the Auditor General or members of 
his staff are in attendance at Committee meetings. At various stages in its deliberations, the 
Committee formulates its own recommendations, which are then presented in formal 
reports to the House of Commons. These reports are received by the House but are not 
ordinarily approved or debated. 


Early in 1974, the Secretary of the Treasury Board took unprecedented action by submit- 
ting to the Committee a detailed response to matters raised in the Auditor General’s 1973 
report. This important innovation should become a tradition, for it can help the Committee 
in its deliberations by providing a clear record of the action that the administration has 
taken or intends to take on the matters raised. 


Recommendation 23 


The Secretary of the Treasury Board should continue to provide the Standing Committee on 
Public Accounts with a formal response to matters raised in the annual report of the Auditor 
General. 


The impact of the Auditor General’s reports can depend to a great extent on how they 
are treated by the Standing Committee on Public Accounts. In particular, the procedures for 
handling them should be efficient and should contribute to their effective consideration. At 
present, there are several anomalies in the procedures followed. 


The Committee must first be struck. According to the Standing Orders of the House of 
Commons, this must occur within ten days of the opening of each new Parliament or session 
of Parliament. Once struck, however, the Committee cannot meet until it is formally 
organized, and ordinarily this cannot take place until the Government House Leader directs 
the Clerk of the Committee to call the first meeting. Because of conflicting demands on the 
members’ time, or possibly for other reasons, this has sometimes involved a delay of several 
months between the time the Auditor General’s report is referred by the House and when it 
can first be considered by the Committee. 


Thus, there exist several possibilities for delay between the time a report leaves the hands 
of the Auditor General and the commencement of its study by the Committee. While the 
tabling of the Auditor General’s report is controlled by legislation and the striking of the 
Committee is controlled by House rules, there are no rules or legislation governing the 
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reference of the report to the Committee. If it has not been previously organized, no action 
can be taken, even after referral, until the Government House Leader decides to call the 
Committee together for its initial meeting. To illustrate the problem, the report for the year 
ended March 31, 1973, was tabled in the House of Commons on December 18, 1973, and 
immediately referred to the Standing Committee on Public Accounts, but the Committee 
was not able to meet until April 23, 1974. Such a delay clearly diminished the relevance 
and usefulness of the report, for the events to which it referred had occurred more than a 
year before. Consideration should be given to amending the Standing Orders of the House 
of Commons to provide for the automatic referral of the report of the Auditor General to 
the Standing Committee on Public Accounts and, even more important, to ensure that, if 
the Standing Committee on Public Accounts has not been organized at that time, the 
necessary steps to do so are taken without delay. 


Recommendation 24 


Consideration should be given to changing the Standing Orders of the House of Commons to 
provide that the annual report of the Auditor General tabled in the House shall be automati- 
cally referred to the Standing Committee on Public Accounts and that, if this Committee has 
not already been organized, it must be so within a reasonable period, say thirty days, after such 
referral. 


Study of the Auditor General’s Report 


Various procedures have been adopted in other countries for dealing with the findings of 
their government auditors. In Germany, individual members of the equivalent of our 
Standing Committee on Public Accounts are allocated responsibility for specific depart- 
ments, and each makes a point of investigating his or her assigned agency in depth, often 
with the assistance of staff of the Court of Audit. In the United States, the General 
Accounting Office reports continuously through the year on specific areas of investigation, 
and many of these reports are dealt with in various committees of Congress. Because of 
intrinsic differences in tradition and constitutional structure, the practices of other countries 
cannot be imported and transplanted intact. Nevertheless, consideration of alternative 
procedures may suggest ways in which Canada’s system might be improved. 


Of all the countries studied, Britain appears to provide the closest parallel to Canadian 
practice in its consideration of the report of the Comptroller and Auditor General. As does 
its Canadian counterpart, the Committee of Public Accounts of the British House of Com- 
mons reviews the report, carries out hearings of departmental officials and, in due course, 
reports to the House on its findings and recommendations. There are, however, some very 
fundamental differences between the two committees that reflect different traditions and 
practices. Accounting for some of the differences are the content and tone of the reports of 
the Comptroller and Auditor General, which are written almost as agendas of matters for 
the Committee’s review and therefore involve a careful preselection from cases that have 
come to his attention. He may, for example, report a comparatively minor case that seems 
to raise an important point of principle and not report a more serious lapse about which 
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nothing constructive can be done. In his presentation of cases, the Comptroller and Auditor 
General confines himself to setting out the facts for appraisal by the Committee of Public 
Accounts without attempting to make judgements on the merits of the several cases, though 
in practice the mere recital of the facts has fairly plain indications. 


The role of the Committee of Public Accounts is thus almost quasi-judicial in nature, and 
its composition and rules of procedure reflect this. It comprises only fifteen members, out of 
a House of 635 members, and its chairman is a member of the Opposition who normally 
has held ministerial office. Other members are chosen as far as possible from those with a 
particular interest in problems of public expenditure and control, and the record of attend- 
ance and the continuity of membership through succeeding Parliaments reflect the impor- 
tance attached to the work of the Committee. Meetings are held in camera, but a transcript 
of evidence is printed at the end of its deliberations, except for occasional deletions of 
discussions whose publication would not, in the Committee’s view, be in the public interest. 


The Committee’s major field of interest is the elimination of waste and extravagance, the 
encouragement of sound practices in estimating, contracting and financial administration 
generally and the need to obtain full value for money. The Committee adheres rigidly to its 
non-partisan tradition and restricts itself to reviewing administrative issues. This is more 
readily achieved because of the relative seniority of its membership and the fact that there 
have been several changes in Government during the postwar years, with the result that 
most members have had the opportunity to become well informed on the administrative 
operations of government. Starting with the case material contained in the report of the 
Comptroller and Auditor General, the Committee hears witnesses; normally, the principal 
witness is the permanent secretary (deputy minister) of the department whose accounts are 
under examination. Also in attendance at meetings are the Comptroller and Auditor 
General, and the Treasury Officer of Accounts. While the former provides considerable help 
to the Committee in scheduling its work and in suggesting lines of questioning before the 
formal meetings, during the hearings themselves both he and the Treasury Officer of 
Accounts act only as witnesses, available to be called upon if needed. Both officers sit at the 
far end of the table from the Committee Chairman, and neither participates in the question- 
ing of departmental witnesses. 


While many of the differences in practice between the British Committee of Public 
Accounts and Canada’s Standing Committee on Public Accounts reflect different traditions 
and different approaches, there are two adaptations that the Standing Committee might 
reasonably consider. First, a representative from the Treasury Board might be included as a 
permanent witness at the Committee’s meetings. He would be able to provide useful 
information from time to time or, if it were not immediately available, could rapidly 
arrange to obtain it. Second, the Auditor General (or his representatives) should be seated 
away from the Chairman. This arrangement would avoid any suggestion to witnesses 
appearing before the Committee that it was acting on behalf of the Auditor General and 
not as an independent, fact-finding group. 
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In reporting to the House of Commons, there are other differences between British and 
Canadian practices. The report of the British Committee receives wide coverage in the 
press, far broader than that received by the reports of the Comptroller and Auditor General 
published several months before. At the next session of Parliament, about four months after 
the Committee’s report is tabled, a formal reply on behalf of the administration, prepared 
by the Treasury, is presented to Parliament as a Treasury Minute. A half-day “take note”’ 
debate in the House of Commons ensues about a month later, thus completing the account- 
ability and audit cycle. 


To some extent, the response in 1974 by the Canadian Treasury Board to matters raised 
in the report of the Auditor General corresponds with this procedure and we have recom- 
mended that the practice be continued. While the response will come at an earlier stage of 
the deliberations, it will probably be more useful to the Standing Committee on Public 
Accounts in deciding what it wants to investigate, particularly since there are many more 
items included in the report of the Auditor General than it can possibily investigate within 
the time available to it. There is no comparison with the “‘take note’’ debate in the 
Canadian House, but there is presumably opportunity on several days throughout the 
session for members to discuss the findings of the Committee, should they wish to do so. 


Accountability for Administration 


As the Standing Committee on Public Accounts begins consideration of the Auditor Gener- 
al’s report, it is Sometimes open to question whether in seeking to resolve a problem it 
should turn to ministers or to officials, to the Treasury Board or to departments. When 
government expenditures and the range of governmental concerns were smaller than they 
are today, it was presumably possible for a minister to be in relatively close touch with the 
operations of his department. Today, a Cabinet minister is subject to many and various 
demands. He must be a spokesman for Cabinet, a constituency representative, an active 
Member of Parliament, a formulator of departmental policy, a participant in Cabinet (and 
Cabinet committee meetings) and a voice for regional or other special interests at the 
national level. Often, he must be absent from Ottawa in order to meet some of these 
responsibilities. 


If the minister effectively carries out all these tasks, there is little time available for 
detailed supervision of his department; but Canada’s system of government requires that a 
minister be responsible for all aspects of departmental activities and be prepared to deal 
with them in the House. Thus, he sometimes finds himself required to answer for trivial 
problems of administration of which it is quite unreasonable to expect him to be aware and 
for which he cannot realistically be held responsible. 


At the same time, the accountability of the public service for administrative efficiency is 


unclear. If the principal responsibility for sound administration rests with the deputy 
minister, and the responsible minister cannot reasonably be expected to supervise him 
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adequately in this regard, how can Parliament (and the public) have any assurance that 
due regard is being paid to efficiency and good management? 


In Britain, an attempt has been made to overcome this difficulty by designating specific 
senior Officials in departments as accounting officers. In brief, the substance of the account- 
ing officer concept is as follows. The Treasury appoints an accounting officer for every vote, 
who is held responsible to Parliament and answerable to the Committee of Public Accounts 
for the formal regularity and propriety of all the expenditures out of his assigned vote, and 
for the efficient and economical administration of the organization that he leads. The 
accounting officer is normally the permanent secretary (deputy minister) of a department 
and, as such, he is also responsible to the department’s minister. 


The accounting officer concept helps to establish a distinction between accountability for 
overall policy (for which the minister retains responsibility to Parliament) and accountabil- 
ity for sound administration (for which the accounting officer, to some extent through the 
Treasury, is responsible to the Committee of Public Accounts). The concept is part of a 
recognized framework of administrative accountability within which the Comptroller and 
Auditor General also operates. The existence of this framework helps to keep him free of 
involvement in policy matters. 


The British Committee of Public Accounts regularly calls accounting officers to explain 
problems of management that have been identified in the reports of the Comptroller and 
Auditor General. If the Committee publishes a report suggesting that an impropriety has 
been committed or mismanagement has occurred, it expects the accounting officer and 
departmental officials to correct the problem, and in its hearings in the following year it will 
expect to be satisfied that proper action has been taken. If, however, these officials do not 
succeed in achieving a solution, pressure inevitably will be brought to bear on the minister 
of the department, and he in turn can lean on the accounting officer. The great virtue of this 
concept is that it helps to relieve ministers of the expectation, which is unreasonable and 
usually impractical, that they should be exercising continuing administrative control over 
departments. At the same time, it leaves them in a position to take action to resolve a 
problem once identified. 


An important aspect of the accounting officer concept is that it recognizes the impractica- 
bility of separating responsibility for finance from responsibility for administration. As the 
Treasury states in a note on the responsibilities of accounting officers, 

..the Accounting Officer’s responsibilities in their widest sense spring from the basic concep- 
tion underlying British Government financial procedure and organization, namely that due 


regard can never be paid to financial considerations if finance and administration are di- 
vorced so that finance is kept separate from other factors which enter into policy decisions. 


Although the accounting officer concept as it is implemented in Britain may not be the 
perfect solution to the problem of establishing clear accountability for administrative 
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matters in the Canadian public service, it may be capable of modification or development 
to this end. Alternatively some other method of achieving this may evolve. Either develop- 
ment, leading to a more precise definition in government relationships of the distinction 
between matters of policy and those of management, would assist in correcting situations 
referred to in the Auditor General’s report, since it would help to indicate where responsi- 
bility for taking corrective action resides, depending on the nature of the issue and where 
the basis of the problem exists. We suggest that consideration should be given to the means 
whereby the locus of accountability for sound administration and financial management 
can be clearly identified in the Canadian Government. 


Recommendation 25 


The Government should give consideration to the appointment, for each appropriation, of an 
accounting officer who would be accountable for the proper accounting and administration of 
expenditures made thereunder. 


Staffing of the Committee 


Although the Auditor General reports to the House of Commons rather than to the Stand- 
ing Committee on Public Accounts, there exists to some degree a natural alliance between 
him and the Committee. A cooperative relationship benefits both of them, provided the 
Auditor General is able at the same time to maintain his independence in reporting to the 
House. One of the factors at present limiting the Committee’s effectiveness is the absence of 
staff to brief it and to assist it in drafting its reports. Currently, the Committee is served only 
by a Clerk and by part-time assistance from the Research Branch of the Library of Parlia- 
ment, as well as by the usual translation and transcription services. 


One solution to this problem would be for the Auditor General to lend staff to the 
Committee while it is in session. This practice seems to work well where it is applied in the 
United States. Individual staff members would be explicitly detached from the Audit Office 
during their term of secondment, and they would receive their direction from the Commit- 
tee Chairman. This approach, while protecting the Auditor General’s independence, would 
provide the Committee with much-needed assistance in an area of government activity that 
is becoming increasingly complex. At the same time, it should serve as useful training for 
some staff members and make future Auditor General’s reports more useful to the 
Committee. 


Recommendation 26 


The Auditor General should, if the Standing Committee on Public Accounts requests him to do 
so, lend staff to the Committee to assist it in reviewing his report and in dealing with such other 
matters as may be referred to it. 
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The Auditor General himself has in the past assisted the Standing Committee on Public 
Accounts with the planning of its review of his annual report. His advice on the establish- 
ment of priorities for the approach to this review and his assistance in briefing the Commit- 
tee during its proceedings can be very valuable. Nevertheless, contributions of this nature 
should continue to be made entirely at his discretion. 
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RECOMMENDATIONS Appendix C 
OF THE STANDING COMMITTEE 


ON PUBLIC ACCOUNTS TO THE HOUSE OF COMMONS 


The Public Accounts Committee has completed its examination of the 1972, 1973 and 
1974 Reports of the Auditor General. The following is a summary of the observations and 
recommendations included in the Reports of the Committee to the House of Commons. 


FIRST REPORT TO THE HOUSE, NOVEMBER 14, 1974 


Costs of accommodation. The Committee noted that the costs of excessive or unused office 
accommodation were charged to the Department of Public Works budget, whereas if these 
rental costs were allotted to the actual departments leasing this space, the departments 
would be more cautious in their forecasts, more modest in choice of office building and 
would make a more determined effort to avoid overspending of their budget allotment. 


This comment was repeated by the Committee in its Third Report on June 25, 1975, 
when dealing with the 1974 Report of the Auditor General. 


Lease renewals. The Committee recommended that the Secretary of the Treasury Board 
circulate a memo to all departments in the lease-rental field as follows: 

‘That departmental officers [National Defence and Transport] have developed an option to 

renew clause which provides that the lessor, the Crown, must make known to the lessee the 

rent for the renewal period. If subsequently the execution of the renewal document is delayed 

and the lessee continues to pay the lower rent the payments would constitute payments on 


account only and that when the new rental rate is established the lessee would be required to 
pay the difference between what he has paid and what the new lease calls for.”’ 


Unpaid accounts carried forward to new fiscal year. The Committee expressed grave concern 
over the amount of unpaid accounts carried forward from one fiscal year to the next. The 
non-payment of accounts due in any one fiscal year puts an undue stress on the new-year’s 
appropriations, often resulting in the new-year’s appropriation being insufficient to take 
care of all the accounts coming in course of payment for the new year. 


The Committee recommended that the Treasury Board insist on stronger commitment 
control and observed that Deputy heads of departments are clearly charged with the 
responsibility of following the Treasury Board guidelines. 


Weakening of parliamentary control. The Auditor General’s 1972 Report referred to several 
instances where practice conflicted with rules laid down by the Financial Administration 
Act. Monies granted by Parliament for expenditure in the current fiscal year were not 
disbursed and were not returned to the Consolidated Revenue Fund and obligations of the 
current fiscal year were not paid and were carried over into the ensuing year. 
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The Committee recommended that when the Main Estimates are prepared, the Treasury 
Board show in the Estimates itself, the amount carried over in the non-lapsing accounts. By 
this method, members would know how many dollars they were voting to be added to the 
already established account. 


The Committee was also concerned that funds in the amount of $217,787,000 as at 
March 31, 1972, and placed in special accounts were available, without further reference to 
Parliament, to meet expenditures for services subsequent to March 31, 1972. The Commit- 
tee was of the opinion that such practices seriously weakened Parliament’s control over 
spending and recommended termination of these practices. 


Revolving funds and working capital advances. The Treasury Board informed the Committee 
that the Secretariat was conducting a task force study on the use of revolving funds and 
working capital advances, which should be completed by the fall of 1974. The Committee 
observed that the Auditor General’s Office and the Treasury Board appear to have different 
views on this matter and recommended that the two parties consult with each other before 
the report is completed and referred to the Public Accounts Committee. 


SECOND REPORT TO THE HOUSE, MARCH 6, 1975 


Higher cost of procurement in Canada. It has been stated Government policy to pay a 
premium for Canadian manufacture of not more than 10% of the difference in foreign 
content. The Committee was of the opinion that if a stated Government policy has to be 
laid aside (in this instance, the 10% foreign content policy) the reasons should be clearly 
stated and supplied to the Auditor General’s Office. 


Late-delivery penalty clauses. The Committee investigated the problem of late-delivery 
penalty clauses not being invoked in contracts entered into by the Department of Supply 
and Services for purchases of equipment for the Department of National Defence. 


The Committee recommended that consideration be given to changes to the late-delivery 
penalty clauses in tender solicitations and in contracts. 


Acquisition of electric typewriters. The Committee was of the opinion that the Treasury 
Board should issue a control measure directive to the departments, stating that typewriters 
with an interchangeable type feature can only be purchased when the departments can 
justify their use. 


Contracting for aircraft repair and overhaul without competition. The Committee strongly 
recommended that the Government Contract Regulations be adhered to. If situations arise 
whereby invitation to tender is decided not to be in the public interest, then a careful review 
should be maintained over such contracts in order to ensure that the renewal of such 
contracts be ready for invitation to tender. 
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Weakness in control of defence industry productivity program. In agreements, providing for 
Crown contributions to approved projects on-terms and conditions approved by the Trea- 
sury Board, standard repayment provisions may be included whereby, in certain circum- 
stances, the Crown may recoup its contribution from profits realized by the contractor on 
production resulting from the project assisted. The Committee strongly recommended that 
such standard clauses remain in all such contracts. 


Shared costs under assistance contracts not verified. The Committee expressed the view that 
the Department of Supply and Services or any department, should not pay any moneys to 
any firm or individual unless there are available adequate supporting records of the 
transactions. 


Taxation of recaptured capital cost allowance with respect to vessels sold. The Committee 
recommended that the Minister of Industry, Trade and Commerce make a report as soon as 
possible on the operations of this program under the provisions of the Income Tax Act and 
its effectiveness. 


STOL aircraft development. The Committee recommended that in Crown assisted develop- 
ment programs, an attempt should be made to focus on programs of this type and that the 
moneys granted be grouped in the estimates of one department making an overall view of 
the estimates and expenditures more readily identifiable. 


Local Initiatives Program. The Committee recommended that if programs of this nature are 
to continue, the Department of Manpower and Immigration must maintain closer and more 
thorough check of them. 


Opportunities for Youth Program. The Committee recommended that project evaluations be 
more thorough. 


Reduction of contract cost over-run by application of revenue. The Committee recommended 
that Parliament give consideration to amending the Act concerning the Canadian Commer- 
cial Corporation to bring it into line with the Auditor General’s opinion that miscellaneous 
income of the Corporation should be transferred to the Consolidated Revenue Fund. 


Improper retention of public money. The Committee stated that it adheres to the principle of 
Parliamentary control of public expenditure and the practice that all money received should 
have a direct flow into the Consolidated Revenue Fund and therefore recommended that 
consideration should be given to amending the Financial Administration Act. 


Acquisition of Radio Engineering Products Limited as satisfaction of debts due to the Crown. 
The Committee requested the Auditor General to keep this matter up to date in his future 
Reports. 


No provision in the Excise Tax Act for cancellation of wholesaler’s licence when nature of 
business changes. The Committee recommended that consideration be given to amending 
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the Act to allow for cancellation of a wholesaler’s licence when the conditions for issuance 
of a licence no longer exist. 


Corporate manipulations to avoid payment of income tax. The Committee recommended that 
consideration be given to the introduction of legislation and also to the conclusion of 
agreements with other countries to close the loophole whereby corporate manipulations 
avoid the payment of income tax by transferring assets outside of Canada. 


Insufficient penalty for late payment of income tax. The Committee recommended a more 
realistic penalty rate in line with current interest rates. 


Income tax owing by non-residents. The Committee recommended that consideration be 
given to changing the confidentiality provisions to require the publication of the names of 
all taxpayers whose accounts are written off. 


Internship salaries improperly retained by Canadian Forces medical officers. The Committee 
suggested that since in some provinces the salaries paid to certain interns are higher than 
the service salaries of Canadian Forces interns in certain civilian hospitals then it would 
seem reasonable that this salary differential should be paid to the Crown. 


Failure to recover the full cost of pilot training. The Committee recommended that the 
Department of National Defence enter negotiations for the training of pilots of foreign 
countries with a clearer and closer estimate of the actual individual trainee cost of these 
pilot training programs. 


Inadequate control over advance payments made under contracts. The Committee received 
assurances by the Department of National Defence that progress was being made in 
bringing up to date the accounting, in establishing a more adequate control and a more 
accurate record system of advance payments. 


Inadequate control over supply items. The Committee recommended that all departments 
consult the Auditor General’s Office in advance of implementing changes in systems to 
ensure that adequate audit trails and internal control were being incorporated. 


Special services provided by the Department of National Defence. The Committee recom- 
mended that if services of a special nature are to be provided to other departments and civil 
powers by the Canadian Armed Forces, the costs be charged to those requesting such 
special services. 


THIRD REPORT TO THE HOUSE, JUNE 26, 1975 


Pilotage Authorities. The Auditor General commented on the failure to submit on time 
reports to the appropriate Minister, to have capital budgets approved by the Governor in 
Council and on serious shortcomings in the purchasing and contracting procedures. 
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The Committee expressed the opinion that a three month period after the close of a fiscal 
year would be sufficient time to submit reports to the Minister of a department and 
recommended that consideration be given to the advisability of making the necessary 
amendments to the Act. 


The Committee recommended that all members of authorities, boards, Crown corpora- 
tions and other bodies set up by, or responsible to departments of the Government of 
Canada, be made aware at once of the Government Green Paper on Conflict of Interest 
dealing especially with agents of the Crown. 


The Committee also recommended that the guidelines tabled in the House by the Prime 
Minister on December 18, 1973 (P.C. 1973-4065 dated December 18, 1973 and attached as 
APPENDIX ‘‘A”’ to the Commons Debates, entitled ‘‘GUIDELINES TO BE OBSERVED 
BY PUBLIC SERVANTS CONCERNING CONFLICT OF INTEREST SITUATIONS”’) 
be included in the Manuals and By-laws consolidations of all such agencies. 


Increased cost due to delay in accepting tender. The Committee recommended that when a 
Department sets a time limit to deal with a bid, it should ensure that the time limit is 
adhered to or have some pre-arranged plan to have the time extended. 


Irregular charge to 1973-74 appropriation. The Committee recommended that all depart- 
ments adhere strictly to the guidelines contained in the Treasury Board manual “‘Guide on 
Financial Administration for Departments and Agencies of the Government of Canada”’ as 
they constitute the basis for Parliamentary control of expenditure. 


Deficiencies in financial controls for the Maritime Pollution Claims Fund. The Committee 
was concerned at the rather loose administration methods and financial controls on this 
Fund which the Auditor General had noted. 


The Committee recommended that consideration be given to immediate corrective action 
to overcome the faults reported by the Auditor General. 


The Committee also recommended that the Government give consideration to setting a 
dollar limit on the Fund after which the levies would be adjusted or dropped. 


Recovery of capital expenditure credited to operations. The Committee was concerned that 
revenue from investments was included with revenue from operations. Any endeavours that 
can be made to clearly separate capital receipts from revenue would receive their full 
support. 


The Committee noted that the Secretary of the Treasury Board stated in his letter to the 
Chairman of the Committee that steps were being taken to ensure uniformity in accounting 
for revenue and the question of crediting revenue derived from capital expenditures was 
being considered in the Study of Accounts. 
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National Museums of Canada. The Committee recommended that the Museum Officials 
continue to use the Audit Services of the Department of Supply and Services to eradicate 
the administrative, procedural and financial weaknesses in their Branch. 


The Committee also recommended that the Museum Officials make the most determined 
efforts to achieve sound, administrative and financial procedure in processing their accounts 
and requested the Auditor General to include a progress statement on this matter in his 
next Report. 


Unusual loss on a partnership operation. The Committee recommended that a far more hard- 
headed financial policy is needed by the CBC and that it not enter into such one-sided 
agreements without seeking some viable alternative. 


Conclusion. During its consideration of the Auditor General’s Reports, the Committee 
reviewed the financial problems of various Crown corporations, Authorities and Programs 
that derive their operating expenses and funds through government departmental 
estimates. 


The one common factor, that causes their appearance in the Auditor General’s Report 
results from loose administration and financial controls, plus a lack of awareness that the 
funds they administer are from the public purse of Canada and must be properly accounted 
for. 


The Committee recommended that firmer administration procedures and tighter finan- 
cial controls be put in effect for all such agencies of the government. 
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REPORT ON PROPOSED RE-ORGANIZATION Appendix D 


Ottawa, Canada 
June 28, 1975 


Mr. James J. Macdonell, F.C.A. 
Auditor General of Canada 
151 Sparks Street 

Ottawa, Ontario 

K1A 0G6 


Dear Mr. Macdonell: 


You have asked us, as professional accountants with experience in government auditing 
and accounting and with particular experience in the operations of your office, to provide 
you with our opinion and observations on the appropriateness of the proposed re-organi- 
zation of the executive structure of your office. 


In our opinion your proposed re-organization is a reflection of an organizational philoso- 
phy which is suitable to the Office of the Auditor General and appears to give appropriate 
weight to the currently identified needs of your Office for senior executive officers. 


In arriving at our opinion, we have relied to a great extent on our first hand knowledge of 
your responsibilities and objectives and of the operations of your office which we have 
developed over the past year. We have also referred to confidential information on the 
organization of the major public accounting firms in Canada, obtained from our own 
sources, and we have reviewed certain background documentation and proposed position 
descriptions supplied by you. 


Our more detailed comments and observations are set out in the attached memorandum. 
Yours very truly, 


Coopers & Lybrand 
Chartered Accountants 
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OFFICE OF THE AUDITOR GENERAL OF CANADA 
MEMORANDUM ON 
PROPOSED ORGANIZATIONAL AMENDMENTS 


This memorandum is arranged under the following headings: 


Paragraphs 
BACKGROUND Ee, ete tot oe tee weet tee encarta 1-6 
DELEGATION OF AUTHORITY TO THE 7-10 
SE NIORTE XE CUTTY Bante ae eer ee a ye 
APPROPRIATENESS OF A HORIZONTAL UP ees Re) 
ORGANIZATION). Seca ee te eee ctl Whee ee 
EVOLUTION OF AUDITING STANDARDS ....... 2023 
DEFICIENCIES IN THE EXISTING 24 - 28 
ORGANIZATION are cnet een trea tde ner 
PROPOSE DIOR GA NIZACDION Sieg ee 2936 
BACKGROUND 
1. Under the heading of “‘Checks and Balances” the Report of the Royal 


Commission on Government organization stated the following: 


“The dangers of political patronage in the staffing of the public service, and of irresponsibility 
in the handling of public money must be recognized, and safeguards must be provided. But 
the remedies must be sought within a framework which fosters rather than frustrates good 
management’’. 


2. The Report highlights two essential safeguards: the Civil Service Commission 
(now the Public Service Commission) and the Auditor General. With respect to the latter, 
the Report states: 


‘*The other external safeguard rests with the Auditor General, in his responsibility for judging 
the efficacy of government accounting systems, internal control and audit procedures and 
other techniques of financial management, and ensuring that public funds are adequately 
protected against misuse and are legally spent. This function and his duty of disclosing to 
Parliament and the public any evidence of illegality, irresponsibility and dishonesty in the 
handling of money, serve as powerful deterrents’’. 


3. The primary objective of the current Auditor General of Canada is to 
increase the effectiveness of his office within the spirit of the Report of the Royal Commis- 
sion and within his legislative mandate. His particular sub-objectives are: 


(a) to increase his effectiveness as an officer of Parliament by reporting to Parliament in 
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a manner which will facilitate and expedite effective review of his observations by 
Parliament or parliamentary committees. Major efforts are being made to ensure: 


- that reports are current; 


- that the issues are presented in a manner which enables Parliament to identify 
clearly what parliamentary action is required, if any, and the appropriateness of the 
corrective action taken by management; 


- that reports are fully informative without being too lengthy or detailed to be dealt 
with effectively; 


- that the correction of reported weaknesses is monitored by the Auditor General and 
re-reported to Parliament only on an exception basis; 


(b) to foster good financial management and control in government by directing a major 
effort towards the evaluation and identification of weaknesses in financial systems 
throughout government and drawing these weaknesses to the attention of manage- 
ment and Parliament. (The Auditor General is also making recommendations to 
management as to appropriate corrective action); 


(c) to exercise leadership in Canada in the development and application of high stan- 
dards of government accounting and auditing practices; 


(d) to use more effectively the staff resources available to the Office of the Auditor 
General through improved planning, direction and training and the adoption of 
modern auditing practices as used by the major public accounting firms. 


4. To achieve these objectives, it is vitally important that the experience and 
judgement of professionals of high quality be brought to bear on the financial management, 
financial control, accounting and auditing issues facing the Auditor General. The office 
should have an organizational structure which will both attract and develop professionals of 
this calibre and which will ensure that maximum effectiveness is obtained from all staff. 


mf The success with which the Auditor General exercises his mandate will 
continue to be dependent upon the competence and judgement of the professionals in his 
employ. Both the Financial Administration Act and the recommendations of the Indepen- 
dent Committee for the Review of the Office of the Auditor General of Canada (the Wilson 
Committee) anticipate a high degree of professionalism on the part of the Auditor General 
and his staff. The Wilson Committee included the following comments in its report: 


“Professionalism encompasses many attributes. Above all it implies an independence of spirit 
and position, an absence of the need to be beholden to any other individual or institution. It 
connotes a capacity to consider other points of view and to assess their merits; it suggests a 
sense of detachment and a firm adherence to high standards of both individual conduct and 
work content. Adherence to these standards assures those who deal with a professional of 
consistency in his behaviour and relationships. His clients can also be confident that he is fully 
conversant with the principles and other knowledge that represent his particular discipline, be 
it law, medicine, engineering or accounting. Thus, it has been suggested that “‘the vital 
elements of professionalism include competence, objectivity, integrity and devotion to the 
welfare of those served, ’’ while other criteria of professional status relate to “‘...the existence 
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of standards and an underlying body of knowledge, the extent of education required, and the 
fact that the services are of more than ordinary value and complexity’’. Professionalism, thus 
understood, is an essential attribute for effective auditing, and it must be a pervasive feature 
of all Audit Office relationships.”’ 


6. The organizations of the major public accounting firms provide a useful 
analogy for the purposes of determining the organizational approaches which would be 
most effective within the Office of the Auditor General. The differences which exist in legal 
responsibilities become immaterial in relationship to the similarities in the objectives at a 
practical level. 


DELEGATION OF AUTHORITY TO SENIOR EXECUTIVES 


ds The professional responsibilities of the Auditor General are immense. They 
include the audit of approximately 110 departments, agencies, Crown corporations and 
other entities of the federal government now spending in excess of $40 billion annually as 
well as the two territorial governments, the United Nations and two international entities. 
He has important and time-consuming responsibilities related to the proceedings of the 
Public Accounts Committee. He also is involved in the study and analysis of special 
developments and financial proposals submitted to him for opinion or comment either by 
the government, such as the Study of the Accounts of Canada, or by departments as in the 
case of the Oil Import Compensation Program. The historical rate of growth of government 
expenditures and fields of activity, the increasing need for special audits and inquiries, as 
well as the recommendations of the Wilson Committee all indicate that the responsibilities 
of the Auditor General will continue to increase in the future. 


8. If he is to discharge his professional responsibilities effectively, the Auditor 
General has no alternative but to delegate a great proportion of his responsibilities to his 
senior executives. These senior executives must be at a level of professional competence 
which will enable the Auditor General to apply his signature to documents prepared by 
them with absolute confidence in their professional skills and judgement, and with the 
knowledge that he will be personally liable for their actions or negligence. They must not be 
so overburdened with responsibilities that they are unable to apply due care and profes- 
sional judgement to every assignment. 


9. In the major public accounting firms each partner is jointly and severally 
liable for the actions of all other partners and all professional opinions are signed in the firm 
name without identification of the particular partner or partners responsible. Senior execu- 
tives in the Office of the Auditor General should in practice have responsibilities very 
similar to those of partners in the major public accounting firms. This concept must be 
subject to the legal fact that the Auditor General alone has the legal responsibility and the 
authority to give professional opinions. However, each senior executive must exercise the 
standards of professional care and judgement expected of a partner before any opinion is 
submitted to the Auditor General for signature. 


149 


10. The Wilson Committee made the following recommendation: 


“Except for his report to the House of Commons and his report on the financial statements of 
Canada, the Auditor General should be empowered to designate a senior member of his staff 
to sign on his behalf any report or opinion that he is required to give. Such member should 
indicate beneath his signature his position in the Office and the fact that he is signing on 
behalf of the Auditor General!.”’ 


APPROPRIATENESS OF A HORIZONTAL ORGANIZATION 


11. All the major national firms of chartered accountants have adopted an 
organizational approach which can be described as horizontal as distinct from a vertical or 
hierarchical approach. As an indication of this, the eight largest firms in Canada have an 
average professional staff to partner ratio of approximately 8 to 1; the lowest being 6 to | 
and the highest 15 to 1. The client mix of particular firms and the economics of the practice 
are important factors affecting these ratios and probably account for the spread. 


12. Reasons for a horizontal approach which is reflected in these low partner to 
staff ratios include the following: 


(a) effective auditing requires the close supervision of subordinates: this is one of the 
generally accepted auditing standards of both the American Institute of Certified 
Public Accountants and the Canadian Institute of Chartered Accountants which has 
stated that: 


“The work should be adequately planned and properly executed. If assistants are employed 
they should be properly supervised”’. 


(b) Serious difficulties would arise in the identification and ultimate resolution of prob- 
lems and in quality control in a hierarchical structure if applied to a professional 
organization where the work environment involves little repetitive labour and re- 
quires initiative and good judgement at all levels of responsibility. 


(c) Audit clients generally expect to receive close personal attention from a partner who 
has both the authority and judgement to make decisions on behalf of his firm in 
areas such as standards of financial disclosure and standards of internal control, and 
who is prepared to provide the shareholders, directors or management of a company 
with recommendations to improve financial management and control. Senior finan- 
cial officers of clients expect the audit partners with whom they deal to contribute 
special professional skills and knowledge at all times. 


13. The public accounting firms also have specialist partners charged with the 
responsibility of ensuring that the highest professional standards are maintained in areas 
such as professional development, professional practice, computer auditing, taxation, securi- 
ties legislation, business valuations and business failures. In many cases the specialist 
partners may have little or no permanent professional staff support; they may either be 
working individually or be drawing on the audit staff for assistance as required. Although 
the specialist partners frequently act in a consultative role to their audit partners they are 
usually an integral part of the line management of their firm and bear full partnership 
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responsibility for the professional standards maintained by the firm in their particular fields 
of specialization. 


14. Audit partners are more heavily involved than the specialist partners in 
directing professional staff and client liaison, and generally demonstrate strong managerial 
qualities. In addition the audit partners must be intimately familiar with generally accepted 
accounting and auditing principles and standards, with the financial affairs of each client 
and with the conditions of the industries in which they operate. For these reasons the audit 
partners also frequently have specialized knowledge in certain industries, such as insurance, 
broadcasting, mining, merchandising, or in various types of non-profit organizations such as 
municipalities and hospitals. 


15. In the major public accounting firms, there are usually well established 
systems of quality control in effect among partners to ensure that full advantage is taken of 
the specialized knowledge that is available and to ensure consistency in professional stan- 
dards throughout the firm. In this context, the horizontal organization of partners facilitates 
good communications and quality control: it allows each partner to seek the advice of any 
other partner who may have specialized knowledge of the particular problem or industry, 
without involving hierarchical channels of responsibility and communication. 


16. The horizontal form of organization is equally appropriate for the Office of 
the Auditor General. 


ig: Senior executives with audit responsibilities must, in practice, have the 
professional skills to shoulder the full responsibilities of the Auditor General. Senior execu- 
tives are also required in specialized fields of interest such as professional auditing and 
accounting standards, professional development and computer auditing. If these specialists 
are to make their full contribution to the effectiveness of the office, they should have a full 
share in the responsibility and authority for audit standards and professional opinions. 


18. A horizontal organization is also desirable if the Auditor General is to obtain 
the type of professional staff complement which is needed for the office to perform effec- 
tively. A good auditor must have the attributes of a professional as set out in paragraph 5, 
and a university degree has been established as the minimum standard of admission as a 
student-in-accounts by all of the provincial institutes of Chartered Accountants in Canada. 
Persons with these attributes will not be attracted to, or satisfied by, or effectively employed 
in, the lower positions in a hierarchical structure where they are rarely dealing with 
executives and decision-makers. Development of high quality professional staff can only 
result from good direction and supervision, a clear career plan or opportunity for advance- 
ment, and ever increasing exposure to new responsibilities and challenges. These patterns 
are most likely to develop in a horizontal type of organization and are well illustrated by 
the low partner to staff ratios in the major public accounting firms. 


19. It is also a useful analogy to review the staffing and placement policies of the 
major public accounting firms. In their staffing practices they generally expect a rapid rate 
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of progression within the firm and encourage those who do not achieve this progression to 
consider a future other than in public accounting. The firms frequently make considerable 
effort to place staff with clients, particularly staff members who may have demonstrated 
abilities more characteristic of line managers or corporate financial officers than of profes- 
sional accountants in public practice. This constant advancement and placement of gradu- 
ates creates the type of stimulating environment and career opportunities which are essen- 
tial to the vitality, staffing and economics of public accounting firms. It also is a major 
source of experienced financial talent for the business community. There seems to be an 
unlimited opportunity for the Office of the Auditor General to develop this pattern in 
government, provided that it has an appropriate organizational structure and an excellent 
professional development program. 


EVOLUTION OF AUDITING STANDARDS 


20. Over the past twenty or more years there has been a major shift in generally 
accepted auditing standards and techniques in most countries. The traditional method of 
auditing involved the laborious examination of a significant number of accounts and the 
transactions represented therein with the object of certifying their accuracy, legality and 
propriety. In order to increase the effectiveness of the audit effort, particularly in the audit of 
large entities, a systems-based audit philosophy has developed which is now generally 
accepted by the major groups of professional auditors throughout the world. 


21. The systems-based audit involves an examination and testing of the reliabil- 
ity of controls to determine either that the system can be relied on to provide complete, 
accurate and authorized data, or if there are identified weaknesses, the extent to which an 
audit of transactions is necessary. The evaluation of a system requires a greater degree of 
professional judgement and supervision than is usually demanded in an audit of transac- 
tions, but it 1s usually far more efficient and effective, particularly in a large entity. The 
systems-based approach is appropriate in any organization which is large enough to estab- 
lish an appropriate segregation of duties. The system of control has components such as the 
manner in which financial responsibilities have been allocated, the way in which financial 
information is assembled and presented, the physical controls over assets, as well as the 
checks and balances built into the processing of transactions, accounting records and 
reports to ensure their reliability. 


22: The auditing profession is continually developing new techniques for improv- 
ing the art of systems review and the effectiveness of the profession. The major firms have 
well developed approaches which integrate the use of internal control questionnaires, flow 
charting of systems and a programmed examination of accounting records and transactions 
based on statistical or other criteria. 


23. The Office of the Auditor General has been performing transaction audits 
with insufficient emphasis on the adequacy of the systems for controlling these transactions. 
The Financial Management and Control Study as well as the activities of the Professional 
Practices and Development Group have been major thrusts towards the review of systems 
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of financial control. The implementation of a comprehensive, integrated systems approach 
to auditing throughout the Office will require a major retraining program and a major 
executive involvement. 


DEFICIENCIES IN THE EXISTING ORGANIZATION 


24. 


The current positions in the Senior executive group consist of the Auditor 


General, the Deputy Auditor General, and the following Directors General: 


ZS; 


Departmental Audits 
Crown Corporations and International Audits 
Special Audits and Inquiries 


Professional Practices and Development 


It is evident that the present organization structure for senior executives in the 


Office does not give adequate recognition to the scope of the actual responsibilities which 
these individuals are expected to assume. Over the past eighteen months these senior 
executives are estimated to have contributed an average of approximately 1,200 hours each 
of overtime, or about 15 hours per week. Under these conditions they have not been able to 
meet their professional responsibilities in a manner which ensures the maintainance of high 
standards of quality, good client service and the effective management of resources. In 
addition, major responsibilities directly assigned to these senior executives have had to be 
discharged by others. For example: 


The Auditor General has attempted to make sufficient time since his appointment 
to meet each deputy head in government but has not yet been able to meet this 
objective. 


The Deputy Auditor General had the assistance of a senior partner of a major 
accounting firm in carrying out some of his responsibilities with respect to opera- 
tions of the Office and in the preparation and editing of the Annual Report of the 
Auditor General to the House of Commons. 


The Director General of Crown Corporations and International Audits has had 
extensive help with his international responsibilities from the retired Assistant 
Auditor General, Mr. George Long. 


The Directors General of Departmental Audits and Crown Corporations and 
International Audits have had to manage jointly more than 250 professional staff 
on more than 100 assignments. They also have major time involvement with the 
proceedings of the Public Accounts Committee meetings. In these circumstances 
they are unable to involve themselves to the extent desirable in maintaining the 
professional standards of the Office. They are unable to become intimately famil- 
lar either with the financial affairs of the organizations which they audit or with 
the performance of their audit staff and they are forced to play a consultative and 
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advisory role in many instances where they should be assuming direct 
responsibility. 


¢ The Director General of Special Audits and Inquiries has had to devote much of 
his attention to the Oil Import Compensation Program and has had major assist- 
ance from a national accounting firm on this program. He has not been able to 
play a complete role in the Financial Management and Control Study which has 
been directed and performed by 18 partners from public accounting firms. 


¢ The Director General of Professional Practices and Development has had to 
concentrate on professional development aspects of the Office. Considerable effort 
has been directed towards updating professional practices, including the develop- 
ment of modern auditing procedures for the Office and computer auditing, but 
these efforts require more executive direction if they are to be effectively 
implemented. 


26. The senior executives in the Office also have had insufficient time to devote to 
the implementation of the Recommendations of the Wilson Committee, to review the 
recommendations of the Study of the Public Accounts, to consider the means of implement- 
ing new auditing standards, to complete meaningful performance evaluations of staff, or to 
participate in other important professional activities associated with their responsibilities. 


ZA. Under the current and previous organizations, there is evidence that the 
executive has not been able to provide the degree of leadership and the opportunities for 
staff development which are desirable in a professional organization. Some employees have 
been sent to isolated field offices for extended periods of time (years in some cases) and 
appear to have worked without sufficient direction, supervision, encouragement or job 
satisfaction. These employees may not have had a fair opportunity to develop their personal 
or professional skills and a major executive effort is required to maximize their remaining 
potential as well as to use the full potential of new employees. 


28. Many of the several responsibilities now assigned to each senior executive are 
of major significance to the Office, to the government and to Parliament and should be 
receiving the full time attention of a qualified senior executive. For example, there is 
evidence indicating an urgent need to confirm or restate the generally accepted accounting 
principles for government, to ensure that computer systems in government are under 
adequate controls, and to improve the professional practices and development in the Office. 


PROPOSED ORGANIZATION 


29. With the proposed organization, the Office of the Auditor General would 
have 19 senior executive positions as follows: 
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Deputy Auditor Generdh; gy eae ery eee 

ASSistalit AUGIION GENET Ali viene teh oe deen tiy. ese 1d 

Directors General and Executive Directors - 
De aceimenta ACIS. sy:tert sere t er ree 
COWS COlPOLAllOUs 2. An. Fath .Pa ce eee aR eS 
IRS COtON AIGA CIES 1s bi. ware ae enol th a 2) 
International AUdIts sex cciee sc cercea rca mn tee ct 
Financial Management and Control Studies ........ 
Special TAUGlty ano I NGUITICS Daa ete cre 
Planning, Reports, PAC Viaison tn 
Computer Audit: : 295s tee een ne 
Publicz Accounts: Audie. 2. tines. nese cote ae orcas n. 
Professional wh tacticesyey: aes. tte 7 tenes ica tae 
Professional Development, jeter ieee 


_ 


All of the above persons will form a Management Committee. There is also to be an 
Executive Committee consisting of the Auditor General, the Deputy Auditor General and 
the Assistant Auditor General, with the Director General of Professional Development 
acting as Secretary. 


30. The Office currently has a professional strengh of approximately 300 as 
compared to a proposed executive complement of 20 including the Auditor General. This 
ratio of 15 to | is equal to that of the national accounting firm with the highest ratio but far 
exceeds the average of 8 to 1. 


31. It is proposed that there should be 10 Directors General exclusively involved 
in the ongoing audits of the 110 departments, Crown corporations, regional and interna- 
tional entities. Although the great variation in size of these entities is to be recognized (for 
example the Department of National Defence is many times larger than some of the smaller 
agencies) some useful generalizations can be developed. It is reasonable to assume that an 
audit partner in a major public accounting firm would be able to charge in the order of say, 
60%, of his time directly to clients and say, 40%, to administrative functions. If each of these 
proposed Directors General is assigned 11 “‘clients’’ and 60% of his time is devoted directly 
to client affairs, this would indicate a time allocation of between two to three weeks per 
client each year. This amount of senior executive time would seem to be appropriate for a 
medium sized government entity. In this time allocation the Director General will need to 
review the financial affairs of the client entity, discuss any identified problem areas with the 
client’s executives, review the financial statements and audit files, and edit and clear notes 
for the Annual Report of the Auditor General to the House of Commons. 


32. Each of the other seven Director General and Executive Director positions is 
an area of involvement that requires the full time attention and talents of a specialist at the 
executive level. All positions demand innovative, qualified persons with the judgement to 
identify potential problem areas within his area of interest, to develop an effective approach 
to the problem using the skills of a specialist, to organize, control and complete major 
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programs and to set, maintain or directly influence the standards of auditng, financial 
management and financial control throughout government. 


33. We have reviewed draft copies of the position descriptions for each of he 
proposed Directors General and Executive Directors. An analysis of these documents 
indicates that: 


(a) the position descriptions represent a relatively clear and complete identification and 
allocation of the major responsibilities of the Office; 


(b) each of the positions should be occupied by an individual with the qualifications and 
authority of a senior executive; 


(c) the executive should as a result of the re-organization have adequate time to exercise 
the high standards of professional judgement and care which are both expected and 
required by the Auditor General on every assignment; and 


(d) as a result of the re-organization, the executives should also be able to play a more 
effective role in the direction, management and professional development of their 
staff resources. 


34. The proposed organization is quite consistent with that of the major public 
accounting firms equating the responsibilities of a senior executive with those of a Partner. 
It is the intent that each senior executive should have full responsibility for his area of 
profssional interest — which parallels the responsibility of partners. The Management 
Committee will meet regularly so that all senior executives will be aware of, and will have 
an opportunity to participate in, the management decisions of their Office — which parallels 
the type of meetings usually held regularly by partners. Many of this issues put to the 
Management Committee may be dealt with most effectively by sub-committees. 


35: We understand that the Executive Committee will assume many of the 
responsibilities related to administration and planning but will not normally become in- 
volved in professional issues unless these are referred to the Executive Committee by the 
responsible Director-General or Executive Director. This is also quite similar to the func- 
tions of the ““management committee”’ of a public accounting firm which is generally made 
up of selected partners who have been given certain executive authority by the other 
partners with respect to administration and planning. The “‘management committee”’ 
generally has significant responsibility with respect to professional matters only in special 
instances which are referred to them by the other partners. 


36. In summary, all of the available evidence indicates to us that the proposed 
organization is appropriate to meet the identified needs of the Auditor General. 
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RECOMMENDATIONS OF THE INDEPENDENT Appendix E 
REVIEW COMMITTEE ON THE OFFICE OF THE AUDITOR GENERAL 


The Canadian Auditor General 


i 


Separate legislation should be enacted concerning the role, responsibilities and 
relationships of the Auditor General and the Audit Office. The present Financial 
Administration Act should be amended accordingly. 


Reporting to the House of Commons 


2) 


(1) 


(ii) 


The Summary of Appropriations, Expenditures and Unexpended Balances by De- 
partments included in the Public Accounts should be expanded to include non- 
budgetary appropriations and expenditures. In reporting on this statement, the 
Auditor General should say whether or not any individual appropriation has been 
overexpended and, if any has, he should identify the appropriation and the amount 
of the overexpenditure. 


(1) The Auditor General should report annually to the House of Commons 
on the work of his Office and 
whether he has received all the information and explanations he required 


and he should call attention to anything resulting from his examination that he 
considers should be brought to the attention of the House of Commons, including 
any cases where he has observed that 


accounts have not been faithfully and properly kept or public money has not been 
fully accounted for; 


essential records have not been maintained or the rules and procedures applied have 
been insufficient to safeguard and control public property, to secure an effective 
check on the assessment, collection and proper allocation of the revenue and to 
ensure that expenditures have been made only as authorized; or 


(ii) money has been expended other than for purposes for which it was appropriated by 


Parliament or value for money has not been obtained for any expenditure or 
expenditures, 


provided that he should not be required to report on matters that, in his opinion, are 
not significant in the circumstances. 


(2) The Auditor General should examine, in such manner as he deems necessary, the 
accounts and records of the administration. 


The Auditor General should continue to use an annual report as his primary report- 
ing vehicle. This report should be issued not later than the end of each calendar year. 


The Auditor General should have the authority to issue a special report to the House 


1S, 


of Commons on any matter of pressing importance or urgency that, in his opinion, 
should not be deferred until the issue of his annual report. 


Reporting on the Financial Statements of Canada 


6. 


10. 


BE 


12: 


13: 


14. 


The Public Accounts should include among the main financial statements of Canada 
a new statement showing changes in financial position during the fiscal year and the 
causes of such changes. 


The three main financial statements of Canada should appear together in the Public 
Accounts along with such notes and explanations as may be necessary. 


The Auditor General should set out concisely in his reports attached to financial 
statements appearing in the Public Accounts any reservations he may have and 
qualify his opinion accordingly. 


The Auditor General should discuss with the appropriate deputy minister and 
minister any matters in the financial statements of Canada that he thinks should be 
changed before they are signed and advise them of the qualifications he proposes to 
make in his opinion on the statements if such changes are not made. 


The Auditor General should continue to comment in his annual report to the House 
of Commons on matters included in the financial statements of Canada and be free 
to expand on the reasons for any qualification to his opinion that he found necessary 
to make. 


When the financial statements are presented together in the Public Accounts, com- 
plete with such notes and explanations as may be necessary, the Auditor General 
should express his opinion on all such statements in one report. 


The Auditor General should participate in studies of accounting principles for gov- 
ernment, whether initiated by the accounting profession or by the Government itself. 


In reporting on the financial statements of Canada, the Auditor General should 
express his opinion as to whether they present fairly information in accordance with 
the stated accounting policies and on a basis consistent with that of the preceding 
year. 


The Government should consider the possibility of having one minister responsible 
for the preparation and the form and content of the Public Accounts. 


The Audit of Crown Corporations and International Organizations 


1: 


16. 


The Auditor General should audit the financial accounts of all Crown corporations 
whose expenditures directly affect the budgetary accounts of Canada. 


The audit of commercially oriented and financially self-sufficient Crown corporations 
should be conducted either by the Auditor General or by accounting firms, as 
deemed appropriate in each case. 
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Leys 


18. 


1 


20. 


PAY, 


The Auditor General should have the right of access to the financial records and 
documents of all Crown corporations of which he is not the auditor, as he deems 
necessary to the fulfilment of his responsibilities as auditor of the accounts of 
Canada. 


The board of directors of every commercially oriented and financially self-sufficient 
Crown corporation should appoint an audit committee. 


In appointing auditors to a commercially oriented and financially self-sufficient 
Crown corporation, account should be taken of the recommendation of its board of 
directors and audit committee. 


The Auditor General should charge professional fees for audit services, as would be 
done by accounting firms, to the commercially oriented and financially self-sufficient 
Crown corporations of which he is the auditor. 


The Governor in Council should nominate or approve the appointment of the 
Auditor General to the Board of Auditors of the United Nations and to the audit of 
international organizations. Such an appointment should be made only after consult- 
ing with him as to whether it would be compatible with the performance of his 
national responsibilities. 


Relationships 


2 


Da 


24. 


pany 


26. 


27. 


The Auditor General should not be restrained in his authority to advise appropriate 
officials of the public service of matters discovered in his examinations; he should in 
particular have the right to draw problems to the attention of the Treasury Board 
Secretariat at his own discretion. 


The Secretary of the Treasury Board should continue to provide the Standing Com- 
mittee on Public Accounts with a formal response to matters raised in the annual 
report of the Auditor General. 


Consideration should be given to changing the Standing Orders of the House of 
Commons to provide that the annual report of the Auditor General tabled in the 
House shall be automatically referred to the Standing Committee on Public Ac- 
counts and that, if this Committee has not already been organized, it must be so 
within a reasonable period, say thirty days, after such referral. 


The Government should give consideration to the appointment, for each appropria- 
tion, of an accounting officer who would be accountable for the proper accounting 
and administration of expenditures made thereunder. 


The Auditor General should, if the Standing Committee on Public Accounts requests 
him to do so, lend staff to the Committee to assist it in reviewing his report and in 
dealing with such other matters as may be referred to it. 


The Auditor General should continue to play an active role in the International 
Organization of Supreme Audit Institutions and other bodies of a similar nature. 
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28. 


29. 


The Auditor General should continue to participate in conferences of Canadian 
legislative auditors, and should take an active interest in the development of nation- 
ally accepted governmental auditing principles and standards. 


The Auditor General should maintain close relationships with the principal account- 
ing bodies in Canada. 


Staffing the Audit Office 


30. 


Bile 


Se 


337 


Except for his reports to the House of Commons and his report on the financial 
statements of Canada, the Auditor General should be empowered to designate a 
senior member of his staff to sign on his behalf any report or opinion that he is 
required to give. Such member should indicate beneath his signature his position in 
the Office and the fact that he is signing on behalf of the Auditor General. 


The Audit Office should develop and maintain a high quality professional develop- 
ment program for its personnel. 


Separate classification and selection standards should be prepared for the profes- 
sional and paraprofessional staff of the Audit Office to conform with the classifica- 
tions that the Office recognizes for its own purposes, with broad and overlapping 
salary ranges. 


The Auditor General should have the flexibility to retain, on the basis he considers 
appropriate, whatever types of competence he requires to discharge his responsibili- 
ties effectively. 


Independence 


34. 


ey 


36. 


oul. 


The appointment of the Auditor General and the appointment of a person temporar- 
ily to perform his duties during a vacancy in the office should continue to be made 
by the Governor in Council. Provision should also be made for the appointment by 
the Governor in Council of a person to perform the duties of the Auditor General in 
the event of his temporary incapacity. 


The Auditor General should continue to be appointed to hold office during good 
behaviour until he attains the age of sixty-five years, and he should continue to be 
removable by the Governor General on address of the Senate and House of 
Commons. 


The Auditor General’s salary should be fixed by statute at a level equivalent to the 
mid-point of the highest range of salaries paid to persons in the deputy minister 
classification within the public service. 


An Auditor General appointed from outside the public service should be given the 
option of choosing to participate in the pension plan provided for in the Public 
Service Superannuation Act or in another plan designed for short-service appointees 
such as the Diplomatic Service (Special) Superannuation Act. 
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38. 


Stet 


40. 


41. 


42. 


43. 


44. 


45. 


46. 


47. 


The Auditor General should have the right to make a special report to the House of 
Commons in the event that amounts provided for the Audit Office in the Estimates 
are, in his opinion, inadequate to enable him to fulfil his responsibilities. 


The Auditor General should have the authority, within the total dollar limitations 
established for the Audit Office in appropriation acts, to contract for professional 
services without the prior approval of the Treasury Board. 


The Office of the Auditor General should be specifically exempted from the pro- 
visions of the Financial Administration Act with respect to the division of appropria- 
tions into allotments. 


An officer of the public service, who is a professionally qualified auditor and who is 
not engaged in the financial administration of the Government, should be appointed 
by the Treasury Board as auditor of the Audit Office. In the event that such a person 
is not available, the services of an accounting firm should be sought. 


Employees of the Audit Office should continue to be appointed and promoted under 
the Public Service Employment Act, provided that the Public Service Commission 
continues to delegate to the Auditor General its authority under the Act, subject to 
its right to monitor the use made of this delegated authority. 


The Auditor General should be a separte employer as defined in the Public Service 
Staff Relations Act. 


Legislation establishing the Auditor General as a separate employer should contain 
transitional provisions for the continuation of existing collective agreements applica- 
ble to staff of the Audit Office until such time as the staff have taken the necessary 
votes and a bargaining agent can be certified under the Public Service Staff Rela- 
tions Act. 


The Auditor General’s right of access to information should be defined, not in 
relation to the Government’s accounts, but in relation to the responsibilities assigned 
to him. 


The Auditor General should continue to be empowered to undertake special assign- 
ments at the request of the Governor in Council, but should be under no obligation 
to perform such assignments if they would interfere with his primary responsibilities. 


The Auditor General should present his reports to the House of Commons through 
the Minister of Finance who should be required to lay each report before the House 
within fifteen days of its receipt or, if Parliament is not then in session, within fifteen 
days after the start of the next session. If the Minister fails to do so, the Auditor 
General should transmit the report to the Speaker for tabling in the House of 
Commons. 
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Appendix F 


REPORT OF THE TREASURY BOARD SECRETARIAT 
TO THE STANDING COMMITTEE ON PUBLIC ACCOUNTS, FEBRUARY 20, 1975 


February 20, 1975 


Mr. Lloyd R. Crouse, M.P., 
Chairman of the Standing Committee 
on Public Accounts, 
House of Commons, 
Ottawa, Ontario. 
K1A 0A6 


Dear Mr. Crouse: 


The purpose of this letter is to advise you of the actions 
reported to Treasury Board by departments on the matters 
raised in the 1974 Report of the Auditor General. This is to 
facilitate the work of your Committee in its review of that 
Report. 


I am pleased to advise that actions have been instigated 
to resolve matters raised in 31 of the paragraphs contained 
in the Report. Appendix I explains the nature of the prob- 
lems and briefly outlines the departmental actions. In this 
tabulation we have included paragraphs where the action 
instigated by the departments is not necessarily complete, 
but where it should be possible for the Auditor General 
during fiscal year 1975/76 to confirm that the problems 
have been resolved. 


Appendix II lists 7 paragraphs where the problems are 
being considered as part of the Study of the Accounts of 
Canada, which, as was reported to the Public Accounts 
Committee in the fall of 1973, is being conducted jointly by 
Treasury Board with the Departments of Finance and 
Supply and Services. It is hoped as a result of this Study 
that these matters will be resolved in a satisfactory 
manner. 


When appearing as a witness before your Committee in 
late 1973, I announced that this Study was being initiated 
and that I hoped to be able to report back on the results of 
the Study in nine months time. There has been an increase 
in the time required to conduct the Study but it is now 
nearing completion. However, prior to finalizing the 
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report, we plan to provide the Office of the Auditor Gener- 
al and all departments with an exposure draft of the report 
in order to obtain their views on the recommandations. 


There are 13 paragraphs (including paragraph 51 which 
is also contained in Appendix I because the problems 
contained in the paragraph are partially remedied), where 
it will not be possible during 1975/76 to determine whether 
the action which has been initiated has resolved the prob- 
lems or where the action required is not readily discern- 
ible. We will continue our work with the objective of 
taking remedial action where necessary. 


The remaining 30 paragraphs are introductory or general 
comments where no action appears to be required. 


We have forwarded a copy of this letter with appendices 
to the Auditor General and have requested his confirma- 
tion that the matters dealt with in his Report have been 
summarized adequately in the appendices. He has so 
confirmed. 


I trust that this information will be useful to you and 
your Committee in reviewing the 1974 Report of the Audi- 
tor General. 


Following discussions with the Auditor General’s staff, 
we feel that we have resolved those outstanding observa- 
tions contained in the 1973 Report that were not specifical- 
ly considered during your Committee’s hearings. We 
intend to clear the remaining observations that were con- 
sidered by the Public Accounts Committee following the 
presentation of the Committee’s recommendations to 
Parliament. 


Yours sincerely, 


G.F. Osbaldeston. 


Wile 


23a 


24— 


20— 


ilo 


1974 REPORT OF THE AUDITOR GENERAL 
PARAGRAPHS WHICH ARE THE SUBJECT OF THE STUDY OF THE ACCOUNTS 
OF CANADA 


PARAGRAPH 


Understatement of deficit 


Effect on expenditure and revenue of crediting 
appropriations and special accounts with cer- 
tain revenues 


Effect on revenue of crediting appropriations 
and special accounts with certain revenues 


Statement of Assets and Liabilities—Policy 


Study of the Accounts of Canada 


Comments in previous years’ Reports not 


repeated 


Valuation of Assets 
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PROBLEM 


The Auditor General points out that the deficit was 
understated because the previous year’s provincial 
tax credits were included and a transfer from reserve 
for salary increases was included in revenue. 


Where revenues are offset against expenditures total 
revenues and total expenditures shown on the State- 
ment of Expenditure and Revenue are understated. 


Same as paragraph 21. 


The Auditor General notes exceptions to the policy 
of including in the Statement of Assets and Liabili- 
ties only those assets which are readily convertible 
or revenue producing and comments on the effect on 
reported deficits or surpluses. 


The Auditor General notes refers to the terms of 
reference for the Study and identifies the issues 
raised in previous Reports which the Study will 
consider. 


The Auditor General refers to issues raised in the 
1973 Report which will be considered in the Study. 


The Auditor General notes specific items within the 
Statement of Assets and Liabilities which are not 
valued in accordance with the policy. 


28— 


30— 


Gol 


33— 


34— 


1974 REPORT OF THE AUDITOR GENERAL 


PARAGRAPHS WHERE CORRECTIVE ACTION HAS BEEN INSTIGATED 


PARAGRAPH NUMBER AND PROBLEM 


Accounts in Arrears 


The Auditor General points out that certain 
loans are in arrears. 


Accounts Receivable—Department of Manpow- 
er and Immigration 


The Auditor General notes weaknesses in col- 
lection procedures and failure to delete uncol- 
lectable accounts. 


Accounts Receivable—Department of National 


Defence 


The Auditor General notes errors in the 
amount of accounts receivable because of fail- 
ure to issue invoices during the year for the 
supply of goods and services, mentions a 
number of long outstanding accounts, and com- 
ments on lack of control on refunds due on 
contracts. 


Capital budgets of Crown corporations not 
tabled in Parliament 


The Auditor General notes the failure to 
comply with the Financial Administration Act 
respecting the tabling of the capital budgets of 
the National Harbours Board, the St. Lawrence 
Seaway Authority and the Export Develop- 
ment Corporation. 


Pilotage Authorities 


(a) The Auditor General notes that the Pilot- 
age Authorities were unable to comply 
with the deadline date specified in the 
Pilotage Act for the submission of annual 
reports to the Minister, and as well failed 
to comply with the Financial Administra- 
tion Act respecting the tabling of capital 
budgets. 


(b) The Auditor General notes serious weak- 
nesses in tendering procedures in the 
Atlantic Pilotage Authority and the award 
of a contract in a conflict of interest situa- 
tion. 
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CORRECTIVE ACTION TAKEN AND/OR BEING 
TAKEN TO RESOLVE THE PROBLEMS 


Action is being taken to effect recovery where possi- 
ble. Also, steps are being taken to delete accounts 
considered irrecoverable. The question of valuation 
of these assets in the Statement of Assets and 
Liabilities is being considered in the Study of 
Accounts. 


A complete analysis of the outstanding accounts has 
been made and systematic collection procedures 
established. Action has been initiated to delete 
uncollectable accounts. The question of valuation of 
these assets in the Statement of Assets and Liabili- 
ties is being considered in the Study of Accounts. 


Action has been taken to invoice the amounts report- 
ed and control procedures on contract refunds have 
been instituted. 


1. The 1972 capital budgets of the National Harbours 
Board and the St. Lawrence Seaway Authority 
were tabled in Parliament on December 18, 1974. 
Steps have been taken to prevent a recurrence of 
this omission. 


2. The capital budget of the Export Development 


Corporation was tabled on October 1, 1974. 


Steps are being taken to table the capital budgets. 
Amendments to the legislation are being considered. 


Action has been taken to amend bylaws and issue a 
manual of policies and procedures which correct the 
weaknesses identified and establish a clear policy 


for dealing with conflict of interest situations. 


35— Unusual loss on a partnership operation 


The Auditor General points out that no provi- 
sion has been made in the accounts of the 
corporation for losses incurred on a partner- 
ship operation of a television station by a 
wholly owned subsidiary. 


38— Irregular charge to Canadian Livestock Feed 
Board Account 


The Auditor General points out that this 
Account could not be properly charged with 
certain payments since they did not relate to 
the purchase of feed grain and consequently an 
appropriation should be sought to reimburse 
the Account. 


39— Amounts borrowed from outsiders to finance a 
National Harbours Board capital project 


The Board obtained funds from an outside 
source without parliamentary authority. 


40— National Museums of Canada—Grants and 
contributions 


The Auditor General points out that advance 
payments were made without proper authority 
and no accounting has been made of a large 
portion of the contributions. 


42— Royal Canadian Mint profits not transferred to 
revenues of Canada 


The Auditor General points out that the reve- 
nues of Canada are understated because the 
profits of the Mint have not been paid to the 
Consolidated Revenue Fund as required by the 
Royal Canadian Mint Act. 


44— Uranium Canada Limited financial statements 


not issued 


The Auditor General notes that 1973 financial 
statements have not been issued due to a delay 
in verifying inventories. 


47— Improper charge to 1973-74 appropriations 


The Auditor General points out that payments 
were made out of the 1973-74 Appropriation for 
goods delivered after April 1, 1974 which is 
contrary to the Financial Administration Act. 


48— Working capital advance exceeded 


The Auditor General points out that the Cen- 
tral Microfilm Revolving Fund drew funds 
from the Consolidated Revenue Fund in excess 
of its authority. 


49— Irregular charge to 1973-74 appropriation 


The Auditor General points out that cheques 
were drawn and charged to the appropriation 
but not released until title to parcels of land 
passed on closing in May and June 1974. This is 
contrary to the Financial Administration Act. 
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The wholly owned subsidiary acquired its partner’s 
interest on June 27, 1974 and provision has been 
made in the 1974-75 budget of the Corporation to 
cover the net operating cost of the subsidiary. 


It is intended to include this item in final supple- 
mentary estimates for 1974-75. 


The funds provided by the Province are identified in 
the 1975-76 Estimates and parliamentary author- 
ity to obtain outside financing is being sought. 


A full audit of all contributions is in process and 
future contributions will be made on a progress 
payment basis. 


These profits were transferred to the Consolidated 
Revenue Fund in December 1974. 


A physical inventory has been satisfactorily com- 
pleted and the financial statements have been 
released. 


In the future the department will only charge the 
appropriation with goods received prior to the 
fiscal year-end. 


Authority to increase the amount of the fund has 
been sought in 1974-75 Estimates. 


Departmental officers have been made aware of the 
errors of non-compliance. 


50— Overpayments of adjustment assistance to 
Uganda refugees 


The Auditor General points out that deficien- 
cies in administration resulted in significant 
overpayments. 


51— Ex gratia payments to members of the Canadi- 


an Forces 


The Auditor General points out that ex gratia 
payments should have been reported in the 
Public Accounts as requested by the Public 
Accounts Committee and questions the legality 
of delegation authority to make ex gratia pay- 
ments. 


53— Loss of public property at international phila- 


telic exhibition 


The Auditor General points out that deficien- 
cies in security procedures resulted in the loss 
of certain philatelic items and other equipment 
at an international exhibit in Munich. 


56— Excess fees paid to retired public servants and 
members of the Canadian Forces employed by 
the Department of National Defence under per- 


sonal service contracts 


The Auditor General points out that many per- 
sonal service contracts may be invalid because 
their terms result in an employer-employee 
relationship. 


58— Special services provided by the Department of 
National Defence 


The Auditor General points out deviations 
from department policy relating to charging 
for services provided to other departments. 


59— Overdrawal of rations 


The Auditor General points out that the cost of 
rations for the contingent of the U.N. forces in 
Cyprus were in excess of the authorized scale. 


61— Delays in issuing assessments and inadequate 


liaison between divisions of the Department of 
National Revenue (Taxation) resulting in loss 
of revenue to the Crown 


The Auditor General points out the loss of 
revenue to the Crown because of: 


(1) Lack of communication between divisions 
of the department; 


(2) Lack of legislation which would prevent 
the transfer of assets beyond the reach of 
the department. 


62— Post Office retail activities 


The Auditor General questions whether the 
Post Office Act provides for the sale of non- 


Steps were initiated to correct the weaknesses and 
recovery action is continuing on all overpayments 
established. 


Action has been taken to prevent this omission 
occurring again. 


A committee has been established to review the sit- 
uation and recommend improved procedures 
where required. The report of this Committee has 
been finalized and will be tabled on January 31, 
1975. 


A review of all contracts is underway to ensure such 
a relationship is not allowed to occur. 


Action is underway to develop guidelines to deal 
with the situations described. 


Improved controls have been instituted and charges 
now are made for meals provided to persons not 
on ration strength. Action is underway to develop 
and publish standard operating procedures for 
rationing in Cyprus. 


(1) Administrative procedures have been revised to 
correct the weaknesses in communication; 


(2) Legislation to strengthen the department’s posi- 
tion has been proposed. 


Enabling legislation has been proposed and awaits 
Cabinet approval and an accounting system is 
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63— 


65— 


67— 


68— 


69— 


— 


78— 


30— 


postal related items and comments on inade- 
quate accounting records. 


Increased costs due to delay 
contract 


in awarding 


The Auditor General comments that delays in 
awarding a contract resulted in higher prices 
than originally quoted. 


Deficiencies in financial controls for the Mari- 
time Pollution Claims Fund 


The Auditor General points out a number of 
deficiencies in the administration and finan- 
cial control of the Fund. 


Recovery of capital expenditures credited to 


operations 


The Auditor General points out that under 
certain agreements with major users of public 
wharves, the users contribute over a period of 
time to the cost of establishing these facilities. 
He notes that in some cases this revenue is 
credited to operations and in others is paid to 
the CRF and questions the authority to use 
revenue from capital expenditures for operat- 
ing purposes. 


Increased costs due to delay in accepting 
tenders 


The Auditor General comments on additional 
costs incurred on a contract because of a delay 
in obtaining Treasury Board approval. 


Cancellation of debts arising from overpay- 
ments of allowances to veterans 


The Auditor General questions the legality of 
cancelling debts created prior to the effective 
date of amendments to the War Veterans 
Allowance Act. 


Suspension of recovery of War Veterans 
Allowance overpayments 


The Auditor General notes that recovery of 
overpayments has been suspended temporarily 
pending a detailed review of all accounts. 


Failure to recover the full cost of pilot training 


The Auditor General points out that the full 
cost of pilot training for foreign countries is 
not recovered and cost identification systems 
are inadequate. 


Errors in Public Service Superannuation 
Account pension calculations 


The Auditor General comments on the high 
incidence of error in pension calculations. 


Accounts of the National Museums of Canada 


The Auditor General points out certain weak- 
nesses in internal control and accounting 
procedures. 
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being developed. 


Procedures have been revised to eliminate undue 
delays in awarding contracts in future. 


Present legislation is under review to correct defici- 
encies and action to emprove procedures is 
underway. 


Steps are being taken to ensure uniformity in 
accounting for revenue and the question of cred- 
iting revenue derived from capital expenditures 
to operations is being considered in the Study of 
Accounts. 


The delay was due to an oversight and steps have 
been taken to avoid any recurrence. 


Action now has been taken to delete the debts on the 
grounds of expediency in accordance with Dele- 
tion of Debts Regulations. 


All accounts are being reviewed and recovery action 
resumed where hardship will not ensue. Other 
accounts will be deleted. 


Action is underway to investigate the feasibility of 
instituting a cost recording system. 


Action is under way to automate the system and 
introduce improved control procedures. 


Action is under way to correct the procedural weak- 
nesses noted. 


Appendix G 


REPORT OF THE TREASURY BOARD SECRETARIAT 
TO THE STANDING COMMITTEE ON PUBLIC ACCOUNTS, JUNE 26, 1975 


FOLLOW-UP TO THE PROBLEMS RAISED IN THE 
1973 REPORT OF THE AUDITOR GENERAL 


PARAGRAPHS REQUIRING FURTHER ACTION 


PARAGRAPH NUMBER AND PROBLEM 


47 - Reduction of Contract Cost Over-Run 


by Application of Revenue 


The Auditor General notes that sub- 


stantial interest and revenue has been 


applied by the Canadian Commercial 
Corporation to reduce cost over-run 
on a ceiling price contract for 
aircraft instead of being paid 
into the Consolidated Revenue Fund. 


48 - Improper Retention of Public Money 


The Canadian Commercial Corporation 
retained funds from sale of aircraft 
to foreign countries and applied 

the proceeds towards acquisition of 
other aircraft and related materials 
required by DND, rather than 
depositing funds in CRF. 


84 - STOL Aircraft Development 


The total cost of three associated 
development programs is not 
apparent because the several 
elements are not brought together 
in the Public Accounts. 


85 - Acquisition of Radio Engineering 


Products Limited as Satisfaction 
of Debts due the Crown ; 


The Auditor General points out that 
the company which was acquired as 
satisfaction of debts due the Crown 
incurred a loss of $5.4 million for 
year ended July 30, 1972 and was 
insolvent to the extent of $3.6 
million. 
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ACTION 


Representatives of the Treasury Board 
Secretariat plan to arrange a meeting 
between the respective legal advisers 
in an attempt to resolve these 
matters. 


The recommendation is not in accord 
with the present format for presenting 
information in the Estimates or 

Public Accounts. In view of the 
multiplicity of end products in 
various programs that are related 

the application of the principle 

could result in very unwieldy accounting 
and reporting practices. This point 
will require further discussions 
between the officers of TBS and the 
Auditor General's staff. 


The Public Accounts Committee has 
deferred action pending finalization 
of litigation on this matter. 


ie 


15S 


S)b tee 


FOLLOW-UP TO THE PROBLEMS RAISED IN THE 
1973 REPORT OF THE AUDITOR GENERAL 


PARAGRAPHS WHERE SATISFACTORY CORRECTIVE ACTION IS BEING TAKEN 


PARAGRAPH NUMBER AND PROBLEM 


Advances, Loans, Investments - 
Domestic - Loans to and Invest- 


ments in, Crown Corporations - 


National Harbours Board - 


The Auditor General points out that 
there is little prospect of the 
Board being able to meet its 
principal and interest obligations, 
consequently the investment shown 
on the Statement of Assets and 
Liabilities is overvalued. 


Advances, Loans, Investments - 
Domestic - Loans to, and Invest- 


ments in, Crown Corporations - 
Atomic Energy of Canada - 


The Auditor General made a qualifi- 
cation on the valuation of the 
investment shown on the Statement 
of Assets and Liabilities as it is 
unlikely that the Crown will fully 
recover its investment. 


Certification of the Accounts and 
Records of the National Harbours 
Board 


(c) deck cargo is not taken into 
consideration in assessing 
Harbour dues 

(d) extent to which NHB land has 


been taken over by CN and PQ 
has not been determined and 
accounts receivable have not 
been set up. 
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ACTION 


The question of valuation of 
investments in Crown Corporations 
shown on the Statement of Assets 
and Liabilities is a subject 
examined in the Study of the 
Accounts. 


The question of valuation of 
investments in Crown Corporations 
shown on the Statement of Assets 
and Liabilities is a subject 
examined in the Study of the 
Accounts. 


The Board has examined this 
matter and it is of the opinion 
that this would result in 
diversion of cargo to foreign 
ports as the foreign ports do 
not assess these fees. 
tion is being given to amending 
the regulations of the Board. 


(c) 


There has been recent contact 


(d) 


made with the Province of Quebec, 


with a view to obtaining an 
overall settlement on this 
matter. 


Considera- 


PARAGRAPH NUMBER AND PROBLEM 


68 - Duplicate Payment of Disability 


Pensions Under Superannuation 
Acts and Canada Pension Plan 


Annuities payable under Superan- 
nuation Acts are not always 
reduced when recipient becomes 
entitled to retirement pension 

on disability pension under 

C.PeP. because the C.P.P. Act 
does not allow information to 

be provided to Superannuation 
plans to avoid duplicate payments. 


79 - Federal Land and Other Assets 


Occupied and Used by the Province 
of Quebec in the Montreal - Longueuil 


Area 


Reference is made to financial and 
legal problems encountered by 
Canada in respect of Federal Lands 
and other assets occupied by the 
Province of Quebec. 


83 - Taxation on Recaptured Capital Cost 


Allowance with Respect to Vessels 
Sold 


The Auditor General questions 
whether tax concessions stimulate 
ship construction or conversion 
when only a portion of funds in 
escrow accrue to the benefit of 
persons who have vessels con- 
structed or converted. 


89 - Inadequate Control over Advance 
Payments Made under Contract 


The Auditor General refers to 
weaknesses in internal control 
procedures which make it impossible 
to verify the correctness of 
advance payments made to .foreign 
governments by the Department of 
National Defence. 
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ACTION 


(1) Canada Pension Plan Regulations 
have been amended to allow the 
administration of Superannuation 
Acts access to information. 

(2) Amendments to the Superannuation 

Acts have received first reading 

in the House on Feb. 17, 1975. 

(3) Agreement has been reached with 

the Province of Quebec to allow 

release of information from the 

Quebec Pension Plan. 


A proposal for settling this matter 
has been made the Quebec Government 
and it is understood that they are 
presently considering it. 


The program is to expire on June 30, 
1975. The department has stated that 
a report concerning the program's 
operations and effectiveness will be 
available by August 31, 1975. 


Recording and control systems for 
advance payments made under contracts 
are being brought up to date. Each 
contract is now reconciled at comple- 
tion. 


90=- 


95 - 


96 - 


100 - 


PARAGRAPH NUMBER AND PROBLEM 


Inadequate Control over Supply 
Items 


The Auditor General was of the 
opinion that there were inadequacies 
in the supply system and that further 
efforts should be made to identify 
and dispose of excess holdings. 


Late Delivery Penalty Clauses 


Breakdown in Supply and Services 
contracting procedures relating to 
the use of penalty clauses includ- 
ing the failure to incorporate 
penalty clause in a contract based 
on a tender including such a 
provision. 


Special Services Provided by the 
Department of National Defence 


Services were provided by DND 
without fee or full recovery of 
costs and it is pointed out that 
it is not clear what costs the 
Minister is expected to recover. 


No Provision in the Excise Tax 
Act for Cancellation of Whole- 
salers Licence when Nature of 


Business Changes 


If provisions on which wholesalers 
licence was issued no longer exist, 
there is no provision in the Act 

to authorize cancellation of the 
licence. 


17] 


ACTION 


A number of steps have been taken 

to obtain significant improvements 
in this area. The Auditor General's 
office has indicated that they are 
satisfied positive steps are being 
taken to resolve this matter and 

are monitoring progress. 


The question of late delivery penalty 
clauses has been considered in 
revising the T.B. policy and Guide- 
lines on contracting in the Govern- 
ment of Canada which is expected 

to be published shortly. 


The Department has done substantial 
work to establish procedures govern- 
ing provision of services or benefits 
to non-Defence agencies. The Office 
of the Auditor General has indicated 
that there is a very significant 
reduction in services provided 
without adequate recovery. 


This matter is being considered in 
the context of the Commodity Tax 
Review, which is underway. 


PARAGRAPH NUMBER AND PROBLEM 


102 - Insufficient Penalty for Late 
Payment of Income Tax 


The Auditor General suggests that 
the imposition of a penalty in 
excess of 6% on taxes paid after 
due date would assist in the col- 
lection of accounts. 


103 - Income Tax Owing by Non-residents 


The Auditor General notes the 
problem of collecting income tax 
from non-residents and suggests 
that it is aggravated in that 
persons emigrating are not required 
to obtain a tax clearance before 
departure and by the lack of 
reciprocal agreements with other 
countries. 


116 - Errors in Public Service Super- 
annuation Account Pension and 


Contribution Calculations 


There was a high incidence of 
errors in pension and contribution 
calculations. 


171 - (1972 Report) 


Corporate Manipulations to Avoid 
Payment of Income Tax 


The Auditor General noted that 
there is a need for more stringent 
control to prevent manipulations 
designed to avoid payment of 
income tax by transfer of assets 
outside of Canada. 


liv2 


ACTION 


Action to allow changing interest rates 
by regulation is being taken. The CPP 
was amended effective January 1, 1975 

to this effect and amendments to the 

UIC Act received first reading in Januar 
1973 but have not yet been re-introducec 


The question of confidentiality of 

tax information is under consideration 
by representatives of Justice, National 
Revenue - Taxation and Finance. One of 
the points under consideration is the 
publication of the names of tax-payers 
whose accounts are written off. 


Action taken to improve procedures have 
not totally resolved this problem. 
Steps are being taken to examine the 
Act and Regulations to simplify the 
requirements with a view to overcoming 
the difficulties. 


This point is similar to that containe 
in Paragraph 103 of the 1973 Report. 

A joint departmental committee is 
reviewing the confidentiality of tax 
information and is considering the 
possibility of publishing the names of 
tax-payers whose accounts are written 
OLf. 


FOLLOW-UP TO THE PROBLEMS RAISED IN THE 
1973 REPORT OF THE AUDITOR GENERAL 


PARAGRAPHS WHERE NO FURTHER ACTION 
APPEARS TO BE REQUIRED 


PARAGRAPH NUMBER AND PROBLEM 


4] - Accounts Receivable - Department 


of National Defence 


The paragraph raised the follow- 
ing matters: 


Internal control procedures 
and follow-up of accounts 
require strengthening with 
responsibilities being clearly 
defined. 


He also noted that there were 
long outstanding accounts (due 
from United Nations for peace 
keeping operations in Congo, 
Mideast and Cypress, inter- 
national commissions for 
supervision and control in 
South East Asia and from 
provinces for assistance). 


51 - Amounts Borrowed from Outsiders 


54 


to Finance NHB Capital Projects 


Despite the fact that the Board 
lacks authority to borrow from 
other than Department of Finance 
it obtained funds from two outside 
sources which were not covered by 
parliamentary authorizations. 


- Weakness in Control of Defence 


Industry Productivity Program 


Agreements have omitted standard 
terms and conditions respecting the 
sharing of proceeds from sales of 
prototypes which resulted in loss 
of revenue. 


VWs} 


ACTION 


A program to improve controls has 
now been completed. 


The long outstanding accounts are 
reviewed periodically and efforts 
to realize payment are taken as 
circumstances permit. 


Parliamentary authority has been 
obtained in the 1975/76 Vote. 


All Defence Industry Productivity 
contracts now contain such clauses. 


PARAGRAPH NUMBER AND PROBLEM 


55 - Internship Salaries Improperly 


56 


ee) 


60 


Retained by Canadian Forces 
Medical Officers 


The Auditor General reports that 
Canadian Forces medical officers 
were receiving salaries from 
civilian hospitals where they were 
serving their internship in addition 
to their service pay. 


Shared Costs under Assistance 
Contracts not Verified 


The Auditor General points out that 
payments are made to contractors 

on cost reimbursable or shared cost 
contracts where adequate supporting 
documents were not available to 
allow certification of the costs 

by Government auditors. 


Canadian Forces Base Summerside, 
| aed oa 


As the base is kept open because 

of the impact closure would have on 
the economy of P.E.I., any costs in 
addition to those necessary for DND 
function are applied to a purpose 
not authorized by Parliament. 


Failure to Recover Full Cost 
of Pilot Training 


DND has not recovered the full cost 
of pilot training provided to foreign 
countries. 


62 - Savings not Realized 


Transportation savings not realized 
by Post Office because of concern 

for providing transportation services 
to community, therefore excess costs 
represent a subsidy to public 
transportation which is not within 
the authority provided by Post 

Office Act. 
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ACTION 


Recovery procedures have been 
instituted against the students 
concerned and administrative 
procedures have been strengthened 

to effectively control this situation 
in the future. 


A procedure has been established 
whereby Audit Services Bureau visit 
the offices of contractors, entering 
into agreements for the first time 
under this program, to ensure adequate 
accounting records are maintained 
which would substantiate costs. 


No further action is warranted. 


More definitive cost estimates of 
actual individual trainee costs under 
pilot training programs have been 
developed and these estimates are 
being used in negotiations. 


The contract with the transportation 
company was terminated on May 12, 
1975. 


PARAGRAPH NUMBER AND PROBLEM ACTION 


72 - Governor General's Special Warrants 


Payments provided for by Governor No further action is warranted. 
General's special warrants did not 

meet the test of being urgently 

required for the public good as 

stipulated by Section 23 of FAA. 


77 - Grants Paid prior to Parliamentary 


Approval 
Treasury Board permits payment of All grants paid initially from the 
some grants in aid from contingency Contingencies Vote are later included 
vote 5 without the prior approval in Supplementary Estimates for the 
of Parliament. The Auditor General consideration of Parliament and a 
thinks it desirable for the House notation is made in the Supplementary 
to express an opinion on the policy Estimates that the "Funds were 
being followed. provided from the Treasury Board 
Contingencies Vote to pay for this 
item". 
86 - Local Initiatives Program 
(1) Weaknesses in administration The department has taken the following 
of program including approval actions to attain improvement: 
of projects which did not comply 
with established objectives (1) Monitoring techniques by depart- 
and criteria of the program. mental officers have been improved; 
(2) Weaknesses in the administra- (2) more detailed instructional books 
tion of projects. and kits for maintaining proper 


financial records provided to 
sponsors; 


(3) regulations on use of sub- 
contractors specified; and 


(4) selection of projects largely 
made the responsibility of 
community advisory groups. 


The Office of the Auditor General 
has indicated substantial improvement 
has taken place in this program. 


91 - Unsuccessful Assembly of Fuses 


Non-productive expenditure as a No further action required. 
result of Canadian Arsenals Ltd.'s 

unsuccessful attempt to assemble 

fuses. 
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PARAGRAPH NUMBER AND PROBLEM 


92 = 


LOT = 


Om 


Ll3e= 


Higher Cost of Procurement in 


Canada 


Government policy to pay a premium 
of not more than 10% for Canadian 


manufacture was exceeded for production 


of recent motors. 


The Auditor General questioned whether 


the premium cost should be borne by 
DND since the responsibility of 
maintaining the defence capability 
is the responsibility of DSS. 


Interest Charged on Reassessment 


When reassessment results in upward 
adjustment of tax payable, in 
calculating interest the department 
deducts any overpayment in tax at 
the time of filing from the addi- 
tional tax payable on reassessment, 
even though a refund has been made 
of the apparent overpayment at time 
Ole stalilsiayes. 


Cost of Unused Accommodation 


The Auditor General discloses a 
number of instances where rental 
was paid for accommodation that was 
not used. 


Opportunities for Youth 


The Auditor General comments on 
inadequate accounting records, 
payments to participants in excess 
of guidelines and weaknesses in 
administrative practices at the 
project level. 


176 


ACTION 


No further action required. 


Departmental legal opinion is that 
the procedures of the department 

are in accordance with Section (6) (c) 
of the Income Tax Act. Also a 

study was carried out to determine 

if taxpayers were handling their 
accounts to reduce interest charges 
and the study failed to disclose 

any instances of abuse. 


In view of the results of this study 
the Auditor General agrees that no 


further action is necessary at the 
present time. 


No further action required. 


More detailed instructional books 
and kits for maintaining proper 
financial records have been provided 
to sponsors. 


The Office of the Auditor General 
have noted significant improvement 
in this program. 


PARAGRAPH NUMBER AND PROBLEM 


115 - Acquisition of Electric Typewriters 


The Auditor General points out the 
increased purchases of electric type- 
writers with inter-changeable-type, 
which according to a DSS study cost 
over 1/3 more than the lowest priced 
high quality electric machine and 

can be justified in only 102% of 
typing situations. 


117 - Contracting for Aircraft Repair 


and Overhaul without Competition 


The Department of Supply and 
Services awarded contracts for 
repair and overhaul of aircraft 
engines without the invitation 

of competitive tender resulting 

in a premium cost estimated at 102. 
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ACTION 


DSS issued a study on electric type- 
writers which is updated annually 

in order to give departments the 
latest information on technical 
developments and on total costs. 

The study includes the technical 
features of each model of electric 
typewriter presently available off 
Standing Offers arranged by DSS to 
allow for a comparison between models 
and manufacturers to assist the 
customer to make the best selection. 


The Auditor General's Office are 
satisfied that this action will allow 
departments to make purchases which 
are justifiable. 


Contracts for 1974/75 and 1975/76 
awarded on the basis of competitive 
bids. 
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